Medicaid  Program  Evaluation 

Working  Paper 


MPE  4.1 


March  1987 


A  DESCRIPTIVE  ANALYSIS  OF 
STATES*  RESPONSES  TO  THE  PROVISIONS 
OF  SECTION  2175  OF  P.L.  97-35,  THE 
1981  OMNIBUS  BUDGET  RECONCILIATION  ACT 


Lawrence  Bartlett 
Claudia  Hanson 
John  Luehrs 

Edward  Neuschler 
Suzanne  Hansen 
Karen  Squarrell 


Department  of  Health  and  Human  Services 
Health  Care  Financing  Administration 
reports  Office  of  Research  and  Demonstrations 

RA 
412 
.4 

M43689 
no.4.1 


This  Working  Paper  is  considered  an  internal  document  and  is  not  intended  to  be 
an  official  publication.  The  material  presented  has  not  been  cleared  for  publication 
and  should  not  be  quoted  without  permission  of  the  author(s).  The  views  expressed 
are  solely  those  of  the  author(s)  and  do  not  necessarily  represent  the  position  of  or 
an  endorsement  by  the  Health  Care  Financing  Administration. 


Hi  7,^ 

Department  of  Health  and  Human  Services 
Health  Care  Financing  Administration 
Office  of  Research  and  Demonstrations 


Medicaid  Program  Evaluation 
Working  Paper 


MPE  4.1  March  1987 

A  DESCRIPTIVE  ANALYSIS  OF 
STATES*  RESPONSES  TO  THE  PROVISIONS 
OF  SECTION  2175  OF  P.L.  97-35,  THE 
1981  OMNIBUS  BUDGET  RECONCILIATION  ACT 


Lawrence  Bartlett 

Claudia  Hanson 
John  Luehrs 
Edward  Neuschler 

Suzanne  Hansen 

Karen  Squarrell 

Center  for  Policy  Research 
National  Governors'  Association 


Federal  Project  Officer:    Gerald  S.  Adler 


This  Working  Paper  was  developed  under  HCFA  Contract  No.  500-83-0058  with 
James  Bell  and  Associates,  Inc.,  by  the  National  Governors'  Association 
Center  for  Policy  Research,  444  North  Capitol  Street,  Washington,  D.C.  20001 

The  statements  contained  in  this  report  are  solely  those  of  the  authors  and  do 
not  necessarily  reflect  the  views  or  policies  of  the  National  Governors' 
Association  or  the  Health  Care  Financing  Administration.  The  contractor 
assumes  responsibility  for  the  accuracy  and  completeness  of  the  information 
contained  in  the  report. 


1 

I 


PREFACE 


The  Medicaid  program,  which  finances  health  care  for  over  20  million  needy 
Americans,  has  undergone  major  changes  since  1981.  Beginning  with  the  Omnibus 
Budget  Reconciliation  Act  of  1981  (OBRA),  Congress  gave  the  States  much  more 
flexibility  to  change  basic  parameters  of  the  program,  including  which  groups 
of  people  are  served,  what  services  are  provided,  how  doctors,  hospitals,  and 
nursing  homes  are  paid,  and  how  care  can  be  organized  in  innovative  ways. 

The  Medicaid  Program  Evaluation  addresses  the  implementation  and  impact  of 
selected  changes  in  the  Medicaid  program  to  provide  knowledge  for  policy 
assessment  and  future  legislative  change.  It  is  focused  on  selected  issues  and 
policy  questions  raised  by  recent  legislation. 

o     Federal  Financial  Participation 
o     Inpatient  Hospital  Reimbursement 
o  Eligibility 
o     Case  Management 

o     Home  and  Community-Based  Waiver  Program 
o  Cost-Sharing 

o     Financial  Incentives  for  Family  Care 
o     Medicare  DRG  Effects  on  Medicaid 
o  Synthesis 

Together  these  studies  are  intended  to  describe  how  recent  changes  have  been 
implemented,  and  analyze  what  their  effects  have  been  for  program  services  and 
costs. 

This  report  provides  a  description  of  the  implementation  of  "freedom  of 
choice"  waivers  across  the  Nation.  The  opportunity  for  these  waivers  was 
created  by  section  2175  of  OBRA,  and  the  States  have  responded  with  a  variety 
of  innovative  programs.  Also  presented  are  several  less  well-known  provisions 
which,  by  allowing  States  to  purchase  and/or  provide  Medicaid  selectively, 
increase  the  flexibility  of  State  program  design. 


Gerald  S.  Adler 
Project  Officer 
HCFA  Office  of  Research 
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EXECUTIVE  SUMMARY 


A.  Recipients'  "Freedom  of  Choice"  Under  Medicaid 

Almost  since  Medicaid's  inception,  recipients'  "freedom  of  choice"  of  medical 
provider  had  been  a  virtually  inviolable  tenet  of  program  policy.  Under  freedom 
of  choice,  Medicaid  recipients  were  allowed  to  obtain  services  from  any  qualified 
provider  willing  to  serve  them;  and  State  Medicaid  programs  could  only  restrict 
that  right  in  exceptional  cases,  such  as  documented  excessive  use  of  prescription 
drugs.  Freedom  of  choice  was  believed  to  be  a  necessary  safeguard  against 
continuation  of  the  two-tiered  medical  service  delivery  system  that  prevailed 
in  many  areas  prior  to  the  enactment  of  Medicaid.  One  system,  for  the  privately 
insured,  provided  readily  accessible,  high  quality  services  through  a  broad 
array  of  providers;  the  other  provided  services,  often  with  fewer  amenities,  to 
needy  recipients  through  a  limited  number  of  providers,  such  as  public  hospitals. 

While  freedom  of  choice  did  provide  Medicaid  recipients  a  certain  measure 
of  protection  against  blatant  discrimination  in  the  health  care  system,  it  by 
no  means  guaranteed  equal  access  and  treatment.  Freedom  of  choice  could  not 
influence  providers — particularly  individual  practitioners — to  serve  Medicaid 
recipients,  and  many  chose  not  to  do  so  because  of  disincentives  such  as  low 
reimbursement  rates  and  heavy  paperwork  requirements.  Further,  freedom  of 
choice  made  State  Medicaid  programs  vulnerable  to  such  costly  problems  as  doctor 
shopping  and  inappropriate  use  of  emergency  room  services.  Under  freedom  of 
choice,  recipients  had  the  right  to  change  doctors  at  any  time,  and  many  did  so 
for  good  reason.  Some  recipients,  however,  changed  doctors  frequently  or  used 
multiple  doctors,  thus  requiring  Medicaid  to  pay  for  duplicative  tests  and 
consultations.  Others,  unable  to  find  a  family  physician  willing  to  serve  them, 
sought  routine  care  from  local  hospital  outpatient  departments  or  emergency 
rooms,  at  greater  cost  to  the  Medicaid  program. 

In  the  1970s,  as  the  costs  of  health  care  in  general  and  Medicaid  in  parti- 
cular soared,  State  Medicaid  programs  began  seeking  new  methods  of  controlling 
costs.  Traditional  budget-cutting  approaches,  such  as  adjusting  eligibility, 
reducing  service  coverage,  or  cutting  reimbursement  rates,  could  control  outlays 
in  the  short  term  but  also  tended  to  reduce  recipients'  ability  to  obtain  neces- 
sary care.  States  needed  new  .methods  that  could  contain  costs  without  hindering 
access  to  or  quality  of  care.  They  argued,  for  example,  that  they  could  make 
more  efficient  use  of  limited  program  dollars  if  they  were  free  to  channel  Medi- 
caid recipients  to  lower  cost  facilities  (while  maintaining  quality  levels),  or 
if  they  could  experiment  with  innovative  delivery/reimbursement  approaches  that 
would  give  physicians  more  responsibility  for  and  greater  incentives  to  manage 
recipients'  care  in  a  cost-effective  manner.  The  freedom  of  choice  requirement 
precluded  States  from  implementing  promising  approaches  such  as  these. 

B.  Legislative  Change  in  1981 

In  1981,  responding  to  the  need  to  reduce  the  federal  deficit,  the  U.S. 
Congress  legislated  reductions  in  the  rate  at  which  federal  funds  were  made 
available  to  match  State  expenditures  for  the  Medicaid  program.  In  addition, 
Congress  responded  to  the  States'  long-standing  demands  for  greater  flexibility 
in  administering  the  program,  in  hopes  that  the  States  would  find  more  cost- 
effective  ways  of  meeting  the  program's  goals. 
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As  a  result,  some  of  the  most  significant  changes  to  the  Medicaid  program 
since  its  1965  enactment  are  authorized  by  P.L.  97-35,  the  Omnibus  Budget 
Reconciliation  Act  of  1981  (OBRA).  This  report  focuses  on  one  important  portion 
of  P.L.  97-35— section  2175,  which  modifies  the  traditional  freedom  of  choice 
requirement. 

Section  2175  authorizes  both  waivers  of  and  certain  exceptions  to  the  Medi- 
caid freedom  of  choice  requirement.  First,  under  section  1915(b)  of  the  Social 
Security  Act,  added  by  section  2175,  the  Secretary  of  the  U.S.  Department  of 
Health  and  Human  Services  (DHHS)  may  waive  certain  State  plan  requirements  in 
order  to  permit  a  State  Medicaid  program  to: 

1.  implement  a  primary  care  case  management  system  or  a  specialty 
physician  services  arrangement; 

2.  allow  a  locality  to  act  as  a  central  broker  in  assisting  Medicaid 
recipients  in  selecting  among  competing  health  care  plans; 

3.  share  with  recipients,  through  the  provision  of  additional  services, 
savings  resulting  from  recipients'  use  of  more  cost-effective 
medical  care;  and 

4.  restrict  recipients  to  receiving  services  (other  than  in  emergency 
situations)  from  only  efficient  and  cost-effective  providers. 

Second,  under  new  section  1915(a)  of  the  Social  Security  Act,  State  Medicaid 
programs  are  specifically  permitted  to:  (a)  enter  into  certain  arrangements  to 
purchase  laboratory  and  x-ray  services  or  medical  devices  through  a  competitive 
bidding  process  or  other  means;  (b)  establish  a  "lock-in"  program  which  restricts 
for  a  reasonable  period  of  time  the  choice  of  provider  by  a  beneficiary  who  has 
overutilized  services;  and/or  (c)  establish  a  "lock-out"  program  which  limits 
the  Medicaid  participation  of  a  provider  who  has  abused  the  program.  The  new 
statutory  section  makes  clear  that  such  arrangements  do  not  violate  federal 
State  plan  requirements  concerning  freedom  of  choice,  statewideness,  and 
comparability  of  services 

C.    "Freedom-of-Choice"  Waivers 

By  far  the  most  significant  changes  in  the  way  States  operate  their  Medicaid 
programs  have  resulted  from  the  provisions  in  section  2175  authorizing  waivers 
for  States  seeking  to  establish  programs  that  will  improve  the  cost-effectiveness 
of  care  but  that  require  some  restriction  of  Medicaid  recipients'  free  choice  of 
provider.  As  of  the  end  of  December  1986,  32  States  had  submitted  170  waiver 
requests  for  86  separate  programs.  Of  these,  HCFA  had  approved  41  programs 
(82  waiver  requests)  in  21  States.  The  programs  vary  substantially  both  in 
nature  and  size  but  fall  into  three  main  groups: 

o     case  management  programs  for  primary  and  acute  medical  care; 

o     case  management  programs  for  special  services  or  populations  (including 
mental  health  services  and  pre-natal  care);  and 

c 

o     selective  contracting  programs  for  particular  services,  such  as  inpatient 
hospital  care. 
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Primary  care  case  management  (PCCM)  systems  for  basic  medical  care  are  the 
most  prevalent  type  of  program  for  which  section  2175  waivers  have  been  requested, 
representing  slightly  more  than  half  of  all  waiver  requests  and  almost  three 
quarters  of  all  approved  waiver  programs.  The  basic  notion  of  a  PCCM  system  or 
primary  care  network  (PCN)  is  quite  simple.  The  Medicaid  recipient  selects  (or 
is  assigned)  a  primary  care  physician  or  other  primary  care  provider,  who  becomes 
the  case  manager.  Thereafter,  except  in  a  true  emergency,  all  care  must  be 
provided  or  authorized  in  advance  by  the  case  manager. 

1.  Current  Status  of  PCCM  Programs 

Since  the  enactment  of  section  2175  of  OBRA,  15  States  have  operated  22  pri- 
mary care  case  management  programs  for  basic  medical  care  under  approved  section 
1915(b)  waivers.    Of  these: 

o  17  programs  in  14  States  (CA-2,  CO,  CT,  KS,  KY,  MI-2,  MO,  NV,  OR,  PA,  TN-2, 
UT,  WA,  WI)  are  still  operating  under  waivers; 

o  3  programs  in  3  States  (NY,  PA,  TN)  are  continuing  to  operate  without  waivers 
under  alternative  statutory  or  regulatory  authorities; 

o     one  program  was  voluntarily  terminated  by  the  State  (KY); 

o  one  program's  non-renewable  waiver  has  expired  (MI-HMO)  and  the  State  has 
not  sought  to  continue  the  program  under  alternative  authorities. 

In  addition,  8  other  PCCM  programs  have  been  approved  for  7  States  (4  of 
which  have  at  least  one  other  PCCM  program  actually  operating).    Of  these: 

o     implementation  of  one  program  in  one  State  (CA)  is  proceeding. 

o  5  programs  in  5  States  (CA,  CO,  NH,  TN,  WI)  were  abandoned  prior  to  imple- 
mentation; 

o  one  program  was  terminated  by  the  State  under  section  1915(b)  but  became 
operational  under  a  section  1115(a)  demonstration  waiver  (MA); 

o  one  program  was  not  implemented  during  the  waiver  period  but  was  subsequently 
implemented  in  slightly  modified  form  under  regular  program  authority  (NC). 

2.  Maior  Features  of  PCCM  Programs 

The  major  features  of  the  19  PCCM  systems  that  States  are  now  operating 
under  approved  section  1915(b)  waivers  can  be  summarized  as  follows. 

o  Most  PCCM  programs  are  located  in  major  urban  areas,  but  several  are  opera- 
tional in  rural  or  smaller  urban  areas. 

o  The  programs  serve  primarily  the  AFDC  population,  although  about  half  also 
serve  the  non-Medicare  disabled.  Only  a  few  programs  are  open  to  Medicare/ 
Medicaid  dual  eligibles. 

< 

o     Enrollment  is  mandatory  in  roughly  two-thirds  of  the  programs. 
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o  Payment  on  a  fee-for-service  basis  is  at  least  at  option  in  nine  of  the 
19  operational  programs  (CO,  CT,  KS,  KY,  MI,  MO,  TN-2,  UT).  In  addition, 
seven  of  these  programs  pay  primary  care  providers  a  monthly  case  management 
fee. 

o  In  seven  of  the  19  operational  programs,  and  in  the  one  approved  program 
still  under  development,  the  State  has  contracted  with  providers/insurors  on 
a  full  capitation  basis,  i.e.,  the  capitation  payment  covers  a  broad  range 
of  primary  and  acute  medical  care  services.  Three  of  these  programs  involve 
prepaid  arrangements  with  health  maintenance  organizations  (HMOs)  or 
community  health  centers  (MO,  PA,  WI),  and  four  involve  health  insuring 
organizations  (HIOs)    (CA,  PA,  TN,  WA). 

o  In  four  of  the  19  operational  programs  (CA,  MI,  NV,  OR),  the  State  has 
contracted  with  clinics  or  physician  groups  on  a  partial  capitation  basis, 
i.e.,  the  capitation  payment  does  not  include  inpatient  hospital  services. 
In  some  of  these  programs,  savings  from  reduced  inpatient  utilization  may  be 
shared  between  the  State  and  the  provider.  The  four  fully  capitated  HIOs 
also  have  established  partial  capitation  arrangements  with  their  primary 
care  providers. 

o  All  operating  PCCM  systems  issue  restricted  I.D.  cards  to  plan  participants, 
and  all  but  one  deny  claims  for  services  that  have  not  been  approved  by  the 
primary  care  provider. 

o  Systems  to  provide  feedback  to  case  managers  on  utilization  patterns  have 
taken  time  to  develop. 

o  All  operating  programs  rely  on  recipient  grievance  procedures  to  alert 
program  staff  to  quality  problems.  In  addition,  programs  involving  capi- 
tation arrangements  usually  require  the  prepaid  plans  to  have  internal 
quality  assurance  systems  like  those  required  under  federal  Medicaid  regula- 
tions for  standard  HMO  contracts. 

3.    Other  Freedom-of-Choice  Waiver  Programs 

In  addition  to  the  primary  care  case  management  programs  for  basic  medical 
services,  one  State  has  established  a  case  management  program  for  pre-natal 
and  intrapartum  care  (SC);  and  three  States  (MI,  UT,  WI)  have  established  state- 
wide case  management  programs  for  Medicaid  recipients  in  need  of  mental  health 
services.  Under  these  programs,  selected  State  agencies  and/or  local  mental 
health  boards,  or  their  agents,  are  responsible  for  assessing  patients'  needs, 
providing  or  authorizing  necessary  services,  and  managing  recipients'  care. 

Finally,  seven  programs  have  been  approved  to  allow  States  to  contract 
selectively  with  cost-effective  providers  for  the  provision  of  certain  Medicaid 
services.  Of  these  seven  approved  programs,  however,  only  four— two  for  inpa- 
tient hospital  services  (CA,  IL),  one  for  community-based  long  term  care  (OH), 
and  one  for  prescription  drugs  for  nursing  home  residents  (W A)— have  actually 
been  implemented.  The  most  important  of  these,  California's  and  Illinois' 
selective  contracting  programs  for  inpatient  hospital  services,  are  the  major 
focus  of  another  report  in  HCFA's  Medicaid  Program  Evaluation  series. 
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D.    "Exceptions"  to  the  Freedom-of-Choice  Requirement 


1.    Volume  Purchasing 

The  provisions  of  section  2175  allowing  States  to  volume  purchase  laboratory 
and  x-ray  services  add  to  preexisting  provisions  allowing  States  to  volume 
purchase  other  goods  and  services  provided  "indirectly"  to  Medicaid  recipients. 
Prior  to  passage  of  P.L.  97-35,  about  eight  States  had  already  established 
11  volume  purchasing  programs  for  eyeglasses,  hearing  aids,  oxygen,  or  respira- 
tory therapy.  From  the  enactment  of  OBRA  in  August  1981  until  August  1986,  an 
additional  11  States  established  15  new  volume  purchasing  programs,  and  two 
States  that  already  volume  purchased  one  service  added  a  second  one.  However, 
nearly  all  of  these  new  volume  purchasing  programs  focus  on  goods  or  services 
that  could  have  been  obtained  under  such  arrangements  prior  to  OBRA.  Only  two 
States  made  use  of  the  added  flexibility  provided  by  OBRA  and  established 
volume  purchasing  programs  for  laboratory  services.  One  of  these,  Nevada,  is 
still  successfully  operating  its  program.  Kansas,  however,  terminated  its 
statewide  sole  source  contract  for  pap  smears  due  to  technical  problems  with  the 
contractor. 


2.    Recipient  Lock-In  Programs 

Section  2175's  authorization  of  recipient  restriction  or  lock-in  programs 
provided  specific  legislative  authority  for  activities  that  were  already  occuring 
in  many  States.  Prior  to  the  passage  of  P.L.  97-35,  in  fact,  the  majority  of 
States  had  already  established  lock-in  programs  for  recipients  found  to  be  over- 
utilizing  services,  citing  general  statutory  and  regulatory  language  regarding 
utilization  control  as  their  authority.  As  a  result,  since  the  enactment  of 
OBRA,  the  number  of  States  operating  lock-in  programs  has  remained  relatively 
constant  at  about  37. 

Over  the  past  several  years,  however,  the  number  of  recipients  restricted 
under  these  programs  has  risen  sharply  above  pre-OBRA  levels.  Between  1982  and 
1984,  the  number  of  locked-in  recipients  more  than  doubled,  increasing  from 
about  27,500  individuals  to  over  64,000.  Most  of  this  increase  resulted  from 
the  expansion  of  three  States'- programs— those  of  Illinois,  New  Jersey,  and  New 
York.  The  Illinois  program  is  by  far  the  largest,  with  over  42,000  individuals 
restricted  in  mid-1984. 

While  many  States  are  administratively  able  to  restrict  recipients  to  several 
different  types  of  providers,  in  practice  nearly  all  recipients  are  restricted 
to  specific  physicians  or  pharmacies.  Many  States  have  conducted  their  own 
analyses,  some  quite  rudimentary,  of  the  cost-effectiveness  of  their  lock-in 
programs.  In  general,  these  States  have  found  their  lock-in  programs  to  result 
in  savings,  which  they  measure  by  comparing  Medicaid  expenditure  levels  for 
restricted  individuals  before  and  after  the  restriction  is  imposed. 
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3.    Provider  Lock-Out  Programs 


The  provider  lock-out  provision  of  section  2175  of  gave  States  explicit  legis- 
lative authority  to  use  administrative  methods  to  sanction  Medicaid  providers 
who  furnish  services  that  are  not  medically  necessary  or  do  not  meet  standards 
for  quality.  This  provision  was  intended  to  make  it  easier  for  States  to  remove 
from  program  participation  providers  who  systematically  abuse  the  Medicaid 
program. 

State  response  to  lock-out  has  been  minimal.  Only  three  States  took  formal 
action  to  include  lock-out  provisions  in  their  Medicaid  programs  pursuant  to  the 
authority  provided  by  P.L.  97-35.  As  of  late  1984,  only  one  State— Virginia- 
had  actually  locked-out  providers  on  the  basis  of  P.L.  97-35  authority. 

Results  from  a  sample  of  States  that  did  not  change  their  programs  indicated 
a  perception  that  the  lock-out  provision  of  P.L.  97-35  did  not  provide  any 
additional  authority  beyond  what  was  available  under  federal  and  State  policies 
prior  to  its  enactment.  States  have  used  federal  authority  in  existence  prior 
to  lock-out  to  design  their  own  administrative  mechanisms  to  monitor  and  sanc- 
tion abusive  providers,  including  prior  authorization,  pre-payment  edits,  and 
provider  education. 
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L  INTRODUCTION 


A.    Recipients'  "Freedom  of  Choice"  Under  Medicaid 

Almost  since  Medicaid's  inception,  recipients'  "freedom  of  choice"  of  medical 
provider  had  been  a  virtually  inviolable  tenet  of  program  policy.*  Under  freedom 
of  choice,  Medicaid  recipients  were  allowed  to  obtain  services  from  any  qualified 
provider  willing  to  serve  them;  and  State  Medicaid  programs  could  only  restrict 
that  right  in  exceptional  cases,  such  as  documented  excessive  use  of  prescription 
drugs.  Freedom  of  choice  was  believed  to  be  a  necessary  safeguard  against 
continuation  of  the  two-tiered  medical  service  delivery  system  that  prevailed 
in  many  areas  prior  to  the  enactment  of  Medicaid.  One  system,  for  the  privately 
insured,  provided  readily  accessible,  high  quality  services  through  a  broad 
array  of  providers;  the  other  provided  services,  often  with  fewer  amenities,  to 
needy  recipients  through  a  limited  number  of  providers,  such  as  public  hospitals. 

While  freedom  of  choice  did  provide  Medicaid  recipients  a  certain  measure 
of  protection  against  blatant  discrimination  in  the  health  care  system,  it  by 
no  means  guaranteed  equal  access  and  treatment.  Freedom  of  choice  could  not 
influence  providers — particularly  individual  practitioners — to  serve  Medicaid 
recipients,  and  many  chose  not  to  do  so  because  of  disincentives  such  as  low 
reimbursement  rates  and  heavy  paperwork  requirements.  Further,  freedom  of 
choice  made  State  Medicaid  programs  vulnerable  to  such  costly  problems  as  doctor 
shopping  and  inappropriate  use  of  emergency  room  services.  Under  freedom  of 
choice,  recipients  had  the  right  to  change  doctors  at  any  time,  and  many  did  so 
for  good  reason.  Some  recipients,  however,  changed  doctors  frequently  or  used 
multiple  doctors,  thus  requiring  Medicaid  to  pay  for  duplicative  tests  and 
consultations.  Others,  unable  to  find  a  family  physician  willing  to  serve  them, 
sought  routine  care  from  local  hospital  outpatient  departments  or  emergency 
rooms,  at  greater  cost  to  the  Medicaid  program. 

In  the  1970s,  as  the  costs  of  health  care  in  general  and  Medicaid  in  parti- 
cular soared,  State  Medicaid  programs  began  seeking  new  methods  of  controlling 
costs.  Traditional  budget-cutting  approaches,  such  as  adjusting  eligibility, 
reducing  service  coverage,  or  cutting  reimbursement  rates,  could  control  outlays 
in  the  short  term  but  also  tended  to  reduce  recipients'  ability  to  obtain  neces- 
sary care.  States  needed  new -methods  that  could  contain  costs  without  hindering 
access  to  or  quality  of  care.  They  argued,  for  example,  that  they  could  make 
more  efficient  use  of  limited  program  dollars  if  they  were  free  to  channel  Medi- 
caid recipients  to  lower  cost  facilities  (while  maintaining  quality  levels),  or 
if  they  could  experiment  with  innovative  delivery/reimbursement  approaches  that 
would  give  physicians  more  responsibility  for  and  greater  incentives  to  manage 
recipients'  care  in  a  cost-effective  manner.  The  freedom  of  choice  requirement 
precluded  States  from  implementing  promising  approaches  such  as  these. 


The  freedom  of  choice  provision  was  enacted  as  section  1902(a)(23)  of  the 
Social  Security  Act  in  1967,  two  years  after  the  original  legislation 
establishing  the  Medicaid  program.  It  is  codified  in  federal  regulations  at 
42  CFR  451.51. 
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B.    Legislative  Change  in  1981 


In  1981,  responding  to  the  need  to  reduce  the  federal  deficit,  the  U.S. 
Congress  legislated  reductions  in  the  rate  at  which  federal  funds  were  made 
available  to  match  State  expenditures  for  the  Medicaid  program.  In  addition, 
Congress  responded  to  the  States'  long-standing  demands  for  greater  flexibility 
in  administering  the  program,  in  hopes  that  the  States  would  find  more  cost- 
effective  ways  of  meeting  the  program's  goals. 

As  a  result,  some  of  the  most  significant  changes  to  the  Medicaid  program 
since  its  1965  enactment  are  authorized  by  P.L.  97-35,  the  Omnibus  Budget 
Reconciliation  Act  of  1981  (OBRA).  This  report  will  focus  on  one  important 
portion  of  P.L.  97-35— section  2175,  which  modifies  the  traditional  freedom  of 
choice  requirement. 

Section  2175  authorizes  both  waivers  of  and  certain  exceptions  to  the  Medi- 
caid freedom  of  choice  requirement.  First,  under  section  1915(b)  of  the  Social 
Security  Act,  added  by  section  2175,  the  Secretary  of  the  U.S.  Department  of 
Health  and  Human  Services  (DHHS)  may  waive  certain  State  plan  requirements  in 
order  to  permit  a  State  Medicaid  program  to: 

1.  implement  a  primary  care  case  management  system  or  a  specialty 
physician  services  arrangement; 

2.  allow  a  locality  to  act  as  a  central  broker  in  assisting  Medicaid 
recipients  in  selecting  among  competing  health  care  plans; 

3.  share  with  recipients,  through  the  provision  of  additional  services, 
savings  resulting  from  recipients'  use  of  more  cost-effective 
medical  care;  and 

4.  restrict  recipients  to  receiving  services  (other  than  in  emergency 
situations)  from  only  efficient  and  cost-effective  providers. 

Second,  under  new  section  1915(a)  of  the  Social  Security  Act,  State  Medicaid 
programs  are  specifically  permitted  tos  (a)  enter  into  certain  arrangements  to 
purchase  laboratory  and  x-ray  services  or  medical  devices  through  a  competitive 
bidding  process  or  other  means;  and  (b)  establish  either  a  "lock-in"  program 
which  restricts  for  a  reasonable  period  of  time  the  choice  of  provider  by  a 
beneficiary  who  has  overutilized  services,  or  a  "lock-out"  program  which  limits 
the  Medicaid  participation  of  a  provider  who  has  abused  the  program.  The  new 
statutory  section  makes  clear  that  such  arrangements  do  not  violate  federal 
State  plan  requirements  concerning  freedom  of  choice,  statewideness,  and 
comparability  of  services 
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C.    The  Scope  of  This  Report 


This  report  describes  States'  responses  to  the  provisions  of  section  2175  of 
P.L.  97-35.  More  specifically,  the  following  chapters  present  separate  descrip- 
tive analyses  of  State  activity  in  the  four  principal  programmatic  areas  author- 
ized by  section  2175: 

o     "freedom  of  choice"  waiver  programs; 

o     competitive  bidding  or  volume  purchasing  arrangements  for  certain 
Medicaid  services; 

o     recipient  restriction  or  "lock-in"  programs;  and 

o     provider  "lock-out"  programs. 

These  analyses  examine  the  extent  to  which  States  have  used  the  specific 
provisions  of  section  2175  to  change  the  way  they  administer  their  Medicaid 
programs.  The  nature  of  the  changes  made  is  described,  and  any  significant 
issues  which  have  developed  as  a  result  of  these  changes  are  identified. 
Limited  evaluative  information  on  State  activities  is  provided  only  when 
available  from  individual  States.  Evaluating  the  impact  of  the  various  State 
programs  implemented  under  the  authority  of  section  2175  is  the  focus  of  other 
working  papers  in  this  series. 
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H.    "FREEDOM  OF  CHOICE"  WAIVER  ACTIVITIES 


A.    Legislative  and  Regulatory  Background 

Of  all  the  provisions  of  section  2175,  none  is  more  important  than  that 
allowing  the  DHHS  Secretary  to  waive  certain  federal  Medicaid  requirements  in 
order  to  allow  States  to  establish  new  approaches  within  their  Medicaid  pro- 
grams. New  section  1915(b)  of  the  Social  Security  Act,  which  contains  this 
waiver  authority,  specifies  four  purposes  for  which  federal  waivers  may  be 
obtained. 

o  Section  1915(b)(1)  allows  States  to  implement  a  primary  care  case 
management  program  or  a  specialty  physician  services  arrangement; 

o  Section  1915(b)(2)  allows  States  to  have  a  locality  act  as  a  central 
broker  in  assisting  Medicaid  recipients  in  selecting  among  competing 
health  plans; 

o  Section.  1915(b)(3)  allows  States  to  share  with  recipients,  through 
the  provision  of  additional  Medicaid  services,  savings  resulting 
from  recipients'  use  of  more  cost-effective  medical  care;  and 

o  Section  1915(b)(4)  allows  States  to  restrict  recipients  to  receiving 
services  (other  than  in  emergency  situations)  only  from  efficient 
and  cost-effective  providers. 

The  Secretary  is  authorized  to  grant  waivers  of  State  plan  requirements 
under  section  1915(b)  only  in  cases  where  they  are  found  to  be  cost-effective, 
efficient,  and  not  inconsistent  with  the  purpose  of  the  Medicaid  program. 
These  waivers  can  be  granted  for  a  period  of  up  to  two  years,  although  a  State 
may  request  a  continuation.  The  Secretary  is  required  to  act  on  initial  waiver 
requests  within  90  days  of  submission,  although  additional  information,  if 
needed,  may  be  requested  once.  Continuations  are  deemed  granted  unless  denied 
by  the  Secretary  within  90  days  after  submission  of  the  continuation  request. 
The  Secretary  must  monitor  the  implementation  of  waivers  that  are  granted  and 
is  empowered  to  terminate  any  waiver  when,  after  notice  and  opportunity  for  a 
hearing,  there  is  a  finding  of  nonconcurrence. 

Regulations  to  implement  the  provisions  of  section  1915(b)  were  published 
on  October  1,  1981,  in  interim  final  form.  Final  regulations  were  published 
May  24,  1983,  and  are  codified  at  42  CFR  431.55.  The  preamble  to  the  original 
regulations  [46  FR  48525]  stipulated  that  a  State's  written  waiver  request  must 
include  at  least  the  following  elements: 

A  clear  and  specific  description  of  the  purpose  of  the  waiver, 
in  terms  of  statutorily  permitted  goals; 

Identification  of  the  specific  statutory  requirements  [of 
Title  XIX]*  that  must  be  waived  to  allow  the  proposed  program 
changes; 

An  explanation  of  the  expected  cost-effectiveness  and  effi- 
ciency of  the  program  changes,  such  as  the  extent  to  which 
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total  Medicaid  outlays  for  the  State  will  be  less  with  the 
waiver,  without  sacrificing  beneficiary  access  to  quality 
care; 

An  assessment  of  how  the  waiver  will  affect  beneficiary  access 
to  services  of  adequate  quality;  and 

A  showing  that  the  impact  of  the  waiver  on  beneficiaries  will 
not  be  inconsistent  with  federal  Medicaid  program  objectives. 

In  addition,  the  regulations  [42  CFR  431.55(b)(2)]  require  State  Medicaid 
agencies  to  "document  in  the  waiver  request  and  maintain  data  regarding: 

"(i)        The  cost-effectiveness  of  the  project; 

"(ii)        The  effect  on  recipients  regarding  access  to  care  and 
quality  of  services;  and 

n(iii)       The  projected  impact  of  the  waiver  program." 

Some  additional  requirements,  to  be  described  later,  are  stipulated  for 
waiver  requests  submitted  under  certain  subsections  of  1915(b). 


B.    Overview  of  Section  2175  Waiver  Activity 

A  logical  starting  point  for  assessing  the  impact  of  the  section  2175 
waiver  provisions  is  to  determine  the  number  and  types  of  programs  established 
under  this  authority.  HCFA's  Bureau  of  Eligibility,  Reimbursement  and  Coverage 
prepares  a  monthly  status  report  which  provides  information  on  State  waiver 
activity  under  section  2175.  The  December  1986  report  is  replicated  in 
Table  n-1  on  the  following  page. 

Table  n-1  shows  that  170  waiver  requests  have  been  submitted  by  States  to 
HCFA  during  the  five-year-plus  period  from  October  1981  through  December  1986. 
Of  these,  82  have  been  approved  and  27  disapproved.  Another  33  requests  were 
withdrawn  by  States,  and  28  requests  were  still  pending  before  HCFA. 

It  should  be  noted  that  the  HCFA  report  counts  waiver  requests,  not  pro- 
grams. Several  States  have  requested  approval  for  a  particular  program  under 
more  than  one  specific  subsection  or  waiver  authority  of  section  1915(b).  For 
example,  approval  for  a  single  program  may  be  sought  under  the  authority  of  the 
primary  care  case  management  provision  of  subsection  1915(b)(1)  and  the  selec- 
tive contracting  provision  of  subsection  1915(b)(4).  In  this  case,  the  HCFA 
system  records  two  waiver  requests  for  the  one  program.  Further,  waiver  requests 
for  a  particular  program  are  sometimes  withdrawn  for  further  development  and 
subsequently  resubmitted.  In  this  case  also,  two  entries  are  created  in  the 
HCFA  list.  The  control  listing  of  waiver  requests,  therefore,  overstates  the 
actual  number  of  programs  for  which  waiver  approval  was  sought. 

Table  II— 2  summarizes  pertinent  information  concerning  State  waiver  activity 
by  identifying «  separate  waiver  programs  rather  than  individual  waiver  requests. 
According  to  this  method  of  counting,  States  have  requested  waiver  approval  to 
implement  86  different  programs.    Table  n-2  shows  the  dates  on  which  waiver 
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TABLE  Jk±: 


MEDICAID  WAIVER  FACT  SHEET 
FREEDOM  OF  CHOICE  WAIVERS 

(Data  as  of  12/31/86) 


With-  Disap- 

Status:  Received    Pending    Approved     drawn  proved 


Total  Waivers 

170 

28 

82 

33 

27 

Case  Management 

84 

14 

43 

12 

15 

Share  Cost  Savings 

20 

2 

9 

2 

7 

Restrict  Providers 

53 

12 

25 

13 

3 

Locality/Central  Broker 

5 

0 

5 

0 

0 

No  Specific  Provision 

8 

0 

0 

6 

2 

Total  States  Submitting  Requests:  32 

Total  States  With  Approved  Waivers:  21 

Total  Renewal  Requests  Received:  40 

Total  Renewals  of  Existing  Waivers:  21 


Source:    Bureau  of  Eligibility,  Reimbursement  and  Coverage 
Health  Care  Financing  Administration 


applications  were  submitted  and  on  which  any  decisions  were  reached,  the  current 
official  status  of  each  waiver  request,  the  effective  date  for  each  approved 
waiver,  the  subsections  under  which  waivers  were  requested,  and  the  status  of 
any  subsequent  renewal  requests.  All  information  is  current  as  of  December  31, 
1986. 

In  addition,  Table  n-2  categorizes  the  waiver  programs  into  four  general 
areas: 

o  primary  care  case  management  systems  for  basic  medical  services, 
authorized  primarily  under  subsection  1915(b)(1),  although 
subsection  1915(b)(4)  may  also  be  used  in  some  programs; 

< 

o  mental  health  service  delivery  programs,  usually  authorized 
under  subsection  1915(b)(1)  and/or  1915(b)(4); 
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o  selective  contracting  programs  authorized  under  subsection 
1915(b)(4);  and 

o  "other"  types  of  programs  for  which  no  specific  authorizing 
language  is  found  in  section  1915(b). 

(Programs  focused  on  a  particular  service  or  target  population 
have  been  identified  with  a  special  entry  in  the  "OTH"  column: 
"PRE"  for  prenatal  care;  "DTL"  for  dental  services.) 

The  local  broker  and  shared  savings  arrangements  authorized  under  sections 
1915(b)(2)  and  (3)  were  not  used  for  program  classification  purposes  in  this 
table.  While  several  applications  have  cited  these  provisions,  these  requests 
have  either  been:  (1)  for  case  management  programs  which  relied  on  subsection 
1915(b)(1)  as  their  principal  authority  and  these  other  provisions  as  their 
secondary  authority,  or  (2)  for  other  activities  which  were  found  to  be  beyond 
the  scope  of  the  section  1915(b)  waiver  authority. 

Not  all  waiver  applications  submitted  by  States  have  resulted  in  currently 
operational  programs.  The  current  disposition  for  these  requests  covers  the 
following  range  of  possibilities: 

o     application  approved  by  HCFA,  program  operational; 

o  application  approved  by  HCFA,  program  implemented  then  subse- 
quently terminated,  either  voluntarily  by  the  State  or  because 
the  waiver  term  expired  and  could  not  be  renewed; 

o  application  approved  by  HCFA,  program  not  yet  implemented  by 
State; 

o  application  approved  by  HCFA,  program  never  implemented  by 
State; 

o     application  pending  before  HCFA; 

o  application  submitted  to  HCFA,  withdrawn  by  State  prior  to 
HCFA  decision;  and  - 

o     application  denied  by  HCFA. 

Table  II— 3  highlights  the  relationship  between  the  different  types  of 
programs  for  which  States  have  submitted  waiver  requests  and  their  current 
status.  It  identifies  waiver  programs  by  type  of  program,  status,  and  State. 
As  indicated  in  the  lower  right  corner  of  Table  n-3,  86  waiver  programs  have 
been  submitted  by  a  total  of  32  States.  Of  all  proposed  waiver  programs,  44— 
more  than  half— have  been  submitted  by  22  States  to  establish  primary  care  case 
management  (PCCM)  systems  for  basic  medical  services  for  a  broad  population 
group.  As  of  December  31,  1986,  HCFA  has  approved  30  of  these  PCCM  program 
proposals.  This  represents  the  vast  majority  of  approved  waiver  programs  of  all 
types,  which  number  41.  A  final  HCFA  decision  has  not  been  made  on  9  PCCM 
program  proposals  and  4  others  have  been  withdrawn  by  the  submitting  States  and 
not  subsequently  resubmitted.  (Resubmitted  proposals  are  counted  only  once  in 
this  description.)    Only  one  general  PCCM  proposal  has  been  denied  outright  by 
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HCFA.  Of  the  30  approved  general  PCCM  programs,  only  22  have  actually  been 
implemented  and  19  are  still  operational.*  One  is  still  under  development, 
anticipating  implementation,  and  the  other  seven  were  never  implemented. 

Twelve  waiver  proposals  involve  case  management  for  special  services  or 
populations.  Two  (one  approved  and  implemented,  one  pending)  involve  pre-natal 
care.  Six  (three  approved  and  implemented,  one  pending,  two  withdrawn  and  not 
resubmitted)  deal  with  mental  health  services.  Four  (one  pending,  three  with- 
drawn) focus  on  dental  services.  Although  case  management  is  an  aspect  of  all 
these  proposals,  some  of  these  have  relied  on  the  subsection  1915(b)(1)  authority, 
some  on  the  subsection  (b)(4)  authority,  and  some  on  both  authorities. 

With  respect  to  selective  contracting  proposals,  11  States  have  submitted 
waiver  requests  for  a  total  of  16  programs.  Of  these,  seven  proposals  from 
seven  States  were  approved  by  HCFA,  and  four  of  these  were  implemented.  Three 
are  currently  operational,  two  with  waivers  and  one  without.  Three  approved 
programs  were  never  implemented,  and  one  was  terminated  by  the  State  after 
operating  for  two  years.  Five  requests  are  currently  pending,  although  two  of 
these  are  quite  old  and  apparently  have  been  dropped  by  the  States  involved. 
Four  selective  contracting  requests  were  withdrawn  by  four  States  and  have  not 
been  resubmitted  (although  one  withdrawal  is  quite  recent). 

Finally,  Table  II-3  identifies  14  other  proposals  submitted  by  12  States. 
This  group  includes  one  prepaid  long  term  care  program,  as  well  as  13  other 
proposals  that  could  not  be  clearly  linked  with  any  of  the  specific  waiver 
authorities  in  section  1915(b).  Of  this  group,  seven  were  disapproved  by  HCFA, 
and  seven  were  withdrawn  by  the  State.  All  but  one  of  the  13  miscellaneous 
waiver  requests  were  submitted  relatively  soon  after  passage  of  P.L.  97-35, 
when  the  types  of  programs  for  which  waivers  were  obtainable  were  not  clearly 
understood  or  defined.  Six  of  these  proposals,  all  disapproved,  sought  to 
increase  Medicaid  copayment  levels.  The  remaining  seven  defy  categorization 
but  include  proposals  to  modify  utilization  control  requirements,  limit  psych- 
iatric services,  cover  more  hospital  days  for  premature  infants,  etc.  The 
eight  disapproved  proposals  in  this  group  represent  most  of  the  waiver  requests 
(other  than  renewals)  which  HCFA  has  denied  outright.  In  responding  to  these 
proposals,  HCFA  cited  as  its  reason  for  denial  the  fact  that  the  proposed  acti- 
vities fell  outside  the  purview  of  section  1915(b)  waiver  authority.  Similar 
HCFA  concerns  were  involved  in  the  seven  withdrawals. 


Two  of  the  no  longer  operational  programs  are  the  New  York  and  Michigan 
HMO  lock-in  programs,  which  did  not  represent  new  financing  or  delivery 
approaches.  Rather,  they  continued  policies  that  had  been  in  place  prior 
to  1981  but  were  no  longer  permissible  without  waivers,  due  to  OBRA 
changes.  When  the  section  1915(b)  authority  was  amended  in  1982,  the 
authority  to  grant  waivers  of  the  HMO  requirements  was  revoked,  so  these 
waivers  could  Jiot  be  renewed.  The  third  terminated  program  was  the 
"Citicare"  mandatory  enrollment  prepaid  plan  in  Louisville,  Kentucky, 
which  operated  for  one  year  and  then  was  terminated  by  the  State. 
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Table  II-4  identifies,  by  State  and  program,  the  federal  Medicaid  require- 
ments for  which  waivers  have  been  requested  under  the  authority  of  section 
1915(b).  As  can  be  seen  from  the  table,  States  have  most  often  sought  waivers 
of  three  Medicaid  State  plan  requirements  (listed  here  by  Social  Security  Act 
section): 

o  1902(a)(1),  "statewideness,"  which  requires  that  the  provisions  of  the 
State's  Medicaid  plan  be  in  place  throughout  the  entire  State; 

o  1902(a)(10),  "comparability,"  which  requires  that  the  State's  Medicaid 
plan  offer  the  same  package  of  services  to  all  "categorically  needy" 
individuals  and  that  "medically  needy"  eligibles  receive  no  more 
services  than  the  "categorically  needy";  and 

o  1902(a)(23),  "freedom  of  choice,"  which  requires  that  each  Medicaid 
recipient  be  free  to  select  the  participating  Medicaid  provider  from 
whom  the  recipient  will  receive  services. 

Waiver  of  the  freedom  of  choice  requirement  has  been  granted  in  all  seven 
approved  selective  contracting  programs,  in  all  three  approved  mental  health 
services  programs,  in  the  one  approved  program  targetted  on  prenatal  care,  and 
26  of  the  30  approved  general  primary  care  case  management  programs.  Waiver  of 
the  statewideness  requirement  has  been  granted  for  six  of  the  seven  (non-mental 
health)  selective  contracting  programs,  one  of  the  three  mental  health  services 
programs,  and  28  of  the  30  general  primary  care  case  management  programs.  Six- 
teen of  the  30  approved  primary  care  programs  have  waivers  of  the  comparability 
requirement,  but  none  of  the  approved  selective  contracting  or  mental  health 
services  programs  have  needed  this  waiver. 

In  addition,  four  of  the  approved  selective  contracting  programs—all  that 
affect  inpatient  hospital  services— have  been  granted  waivers  of  the  hospital 
payment  rate/ methodology  requirements  [section  1902(a)(13(A)],  and  two  have 
received  waivers  of  the  "single  State  agency"  requirement  [section  1902(a)(5)]. 
Three  also  have  waivers  of  section  1902(a)(30),  which  is  the  statutory  basis  for 
several  regulatory  requirements,  including  upper  payment  limits  and  utilization 
control  procedures.  The  mental  health  services  programs  approved  so  far  have 
not  required  waivers  of  State  plan  requirements  other  than  statewideness  and 
freedom  of  choice. 

The  original  language  of  section  1915(b),  as  enacted  by  section  2175  of 
P.L.  97-35,  allowed  the  Secretary  to  waive  the  requirements  of  section  1903(m), 
which  governs  capitation  arrangements  between  States  and  prepaid  health  plans 
and,  in  general,  limits  such  arrangements  to  formal  HMOs  when  more  than  a  few 
services  are  involved.  During  the  first  year  of  the  new  authority,  six  waivers 
of  these  risk  contracting  requirements  were  granted  for  primary  care  case  manage- 
ment programs.  However,  a  provision  of  P.L.  97-248,  the  Tax  Equity  and  Fiscal 
Responsibility  Act  of  1982  (TEFRA),  removed  section  1903(m)  from  the  Secretary's 
section  1915(b)  waiver  authority.  Those  programs  that  had  received  waivers  of 
section  1903(m)  and  for  which  "the  waivered  arrangements  were  in  effect  prior  to 
August  10,  1982,"  were  allowed  to  continue,  but  only  for  the  initial  two-year 
term  of  the  waiver.  At  this  time,  no  previously  granted  waivers  of  section 
1903(m)  can  be  renewed,  and  no  new  waivers  of  the  risk  contracting  requirements 
can  be  granted  under  section  1915(b). 
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Table  II-4:  PROVISIONS  OF  TITLE  XIX  OF  THE  SOCIAL  SECURITY  ACT 
FOR  WHICH  WAIVERS  WERE  SOUGHT  UNDER  SECTION  1915(b) 

Section  1902(a):    (1)     (10)    (23)  Other 


SELECTIVE  CONTRACTING 


I .    Approved / Imp lement  ed 


CA 

Selective  Hospital  Contracting 

f  ii\ 

(23; 

1902(a;(5; 

1902(a)(13)(A) 

1902(a)(30) 

IL 

Selective  Hos  Contracting  (ICARE) 

(1) 

(23) 

1902(a)(13)(A) 

1902(a)(30) 

/"\T"f 

OH 

Selective  Contracting — Home  Care 

(23; 

TT  A 

WA 

Capitated  Drug  Plan  for  NHs 

f  i  \ 
\l) 

(  n  \ 
(23) 

III.    Approved/Never  Implemented 

- 

KY 

Selective  Hos  Contracting — Fayette 

(1) 

(23) 

1902(a)(13)(A) 

NY 

Selective  Cont  for  Transportation 

(1) 

(23) 

UT 

Selective  Contracting  for  Hos  Svcs 

(1) 

(23) 

1902(a)(5) 

i an if-\fii\fA\ 

iyoz(.a;v.i3  aa; 

1  Qftlf  ~  "\  (  1  ft  "\ 

IV.  rending 

CA 

Sel  Cont- — Home-  &  Comm-Based  Care 

(23) 

MB 

Sel  Cont — Organ  Transplants 

(£■5) 

1  dftlf  «  o\ 

lyuz^a;  v.  i  j  ; 

NE 

Selective  Hospital  Contracting 

(1) 

(23) 

1902(a)(13)(A) 

OR 

Selective  Contracting — Hospital 

(1) 

(23) 

1902(a)(13)(A) 

1902(a)(13)(B) 

OR 

Sel  Cont- — Transportation 

(1) 

(10) 

(23) 

V.  Withdrawn 

KY 

Selective  Hos  Contracting — Other 

(1) 

(23) 

1902(a)(13)(A) 

NV 

Single  Source  Pharmacy  Project 

(1) 

(23) 

OH 

Structure  Provision  of  2176  Svcs 

(23) 

Resubmitted 

OR 

Selective  Contracting — Drugs 

(1) 

(10) 

(23) 

DT 

Selective  Contracting — Home  Health 

(1) 

(23) 

1902(a)(30) 

Key:  1902(a): 

(1)  Statewideness .  (5)  Single  state  agency. 

(10)  Comparability.  (13) (A)  Hospital  payment  rates/methods. 

(23)  Free  Choice.  -  (13)(B)  Hospital  depreciation  after  owner  change. 

(30)  Utilization  control  methods/procedures. 
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Table  II-4:  PROVISIONS  OF  TITLE  XIX  OF  THE  SOCIAL  SECURITY  ACT 
(con't)        FOR  WHICH  WAIVERS  WERE  SOUGHT  UNDER  SECTION  1915(b) 


Section  1902(a):     (1)     (10)     (23)  Other 


PRE-  AND  PERINATAL  CARE 

I .    Approved / Imp 1 ement  ed 
SC    High  Risk  Channeling  Project 

IV.  Pending 
IA    Comp  OB  Svcs — medically  needy 

VI .  Disapproved 
IA    Sel  Cont — Pre-  and  Perinatal  Care 
MENTAL  HEALTH 

I .    Approved/ Imp lement  ed 

MI  Primary  MH  Clinic  Sponsor  Program 
UT  Clinic  Services  Prepaid  Hlth  Plan 
WI    Mental  Health  Gatekeeper  Plan 

IV.  Pending 

OH    Substance  Abuse  Treatment 


(23) 


(1)     (10)  (23) 


(1) 


(1) 


(23) 


(23) 
(23) 
(23) 


Resubmitted 


(1)     (10)  (23) 


V.  Withdrawn 

CA    Selective  Contracting  for  MH  Svcs.  (1)  (23) 

NY    Limit  Psych  Svcs  to  Org  MH  Clinics  (1)  (10)  (23) 

OH    Sel  Cont— Teen  Substance  Abuse  (1)  (10)  (23) 

DENTAL 


Resubmitted 


IV.  Pending 

OR    Dental  Capitation  Program 

V.  Withdrawn 

GA    Dental  Case  Mgmt  for  Children 

HI    Prepaid  Dental  Plan 
MI    Dental  Capitation  Plan 


(1)     (10)  (23) 


(1)     (10)  (23) 
(23) 

(1)    (10)  (23) 


1903(m)(2) 
1902(a)(7) 
*  + 


Key:  1902(a): 

(1)  Statewideness .     (7)  Disclosure  of  recipient  information. 
(10)  Comparability.    *  Only  regulatory  requirements  cited  in  waiver  request. 
(23)  Free  Choice.        +  Apparent  statutory  basis  has  been  entered,  though  not 

cited  by  state. 
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Table  II-4:  PROVISIONS  OF  TITLE  XIX  OF  THE  SOCIAL  SECURITY  ACT 
(con't)        FOR  WHICH  WAIVERS  WERE  SOUGHT  UNDER  SECTION  1915(b) 


Section  1902(a):    (1)     (10)  (23) 


Other 


PRIMARY  CARE  CASE  MANAGEMENT 


I .    Approved / Imp lement  ed 


PA 
Vsri 

(  11} 

CA 

canta  oaiDara  ncann  nutnority 

( ^(^} 

(11} 

1  Qfi9faVi1 

r r  iniciry  usic  ruyoiLiaii  rrugrain 

(1) 

(21') 

PT 
v  1 

ruciQ  icScA  uouiiiy  atv^an 

( 1  \ 

( in") 

(11} 

JS.D 

Kansas  rrimary  uare  iNecworK 

.  \ 

ow 

\  *~J  J 

Lit icare    rrimary  tare  wetworK 

V.  l\J) 

vv 

is.enrAV/  v,ivi  rac lent  Access  &  tare j 

M  \ 

(  1  c\\ 

(11} 

i onof  a ^ (i } 

Ml 

Physician  Primary  Sponsor  Plan 

v.  iu; 

MI 

Capitated  Ambulatory  Plan 

(!) 

(10) 

(23) 

1903(m)(2) 

MI 

6-month  HMO  Lock-In 

1903(m)(2) 

MO 

Jackson  County  (KC)  Prepaid  Plan 

(1) 

(10) 

(23) 

NV 

PCCM— U  NV  Medical  School 

(1) 

(10) 

(23) 

NY 

5-month  HMO  Lock-In 

1903km; K 2) 

OR 

Partially  Capitated  PCCM 

v.  iu; 

PA 

Primary  Care  Capitated  Program 

(23) 

1903(m)(2) 

PA 

HealthPASS  (Philadelphia  HIO) 

(10) 

(23) 

1902(a)(30) 

TN 

Maury  County  Case  Mgmt  Project 

(23) 

TN 

South  Memphis /Shelby  Co  Case  Mgmt 

(23) 

TN 

TN  Primary  Care  Network — XIX  Plus 

(10) 

(23) 

1902(a)(4) 

UT 

Choice  of  HMO  or  PCN 

(23) 

WA 

Kitsap  Phy  Svc  Capitation  Plan 

(10) 

(23) 

1902(a)(30) 

WI 

HMO  Preferred  Enrollment— Phase  1 

(1) 

(10) 

(23) 

1903(m)(2) 

WI 

HMO  Preferred  Enrollment— Phase  2 

(1) 

(10) 

(23) 

II.    Approved/Not  Yet  Implemented 

CA 

San  Mateo  Organized  Health  System 

(1) 

(23) 

1902(a)(5) 

i902(a)(30) 

Key;  1902(a): 

(1)  Statewideness .  (4)  General  administrative  requirements  (basis 

(10)  Comparability.  for  regulation  on  renegotiation  of  rates). 

(23)  Free  Choice.  (7)  Disclosure  of  recipient  information. 

(5)  Single  state  agency.  (30)  Upper  payment  limit  for  capitation  rates. 

1903(m)(2):  Requirements  for  comprehensive  risk  contracts.  [Note  that 
P.L.  97-248  (TEFRA)  repealed  the  authority  to  waive  this  section  under 
section  1915(b).   .Waivers  granted  prior  to  the  repeal  are  not  renewable.] 
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Table  II-4;  PROVISIONS  OF  TITLE  XIX  OF  THE  SOCIAL  SECURITY  ACT 
(con't)        FOR  WHICH  WAIVERS  WERE  SOUGHT  UNDER  SECTION  1915(b) 


Section  1902(a):     (1)     (10)     (23)  Other 


PRIMARY  CARE  CASE  MANAGEMENT  (con't) 


III .  Approved /Never  Implemented 

CA    Expanded  Choice  of  H  Care  Plans 

CO  PCCM — Rocky  Mountain  HMO 

MA  Primary  Care  Case  Management 

NH  HMO  Case  Management 

NC  Gatekeeper/Capitation  w/Incentive 

TN  North  Memphis/Shelby  Co  Case  Mgmt 

WI  Non-HMO  PCCM 

IV.  Pending 

CT    Hartford  Health  Network 
NJ    Garden  State  Health  Plan 

NY  Physician  Case  Mgmt  (4  plans) 

NY  Physician  Case  Mgmt — Erie  County 

OH  Dayton  Area  Health  Plan 

OR  Capitated  Managed  Health  Care 

WV  WV  Capitated  Case  Management 

V.  Withdrawn 


(1) 

(23) 

1902(a) (5) 

(30)  (33)(A) 

(I) 

V  J-  / 

(23) 

(10) 

(23) 

1903(tn)  (2) 

X   7U  J  \  ill  /    \  mm  / 

(1) 

(10) 

(  1) 

(23) 

- 

(1) 

(23) 

(1) 

(10) 

(23) 

1902(a)(17) 

(1) 

(10) 

(23) 

1902(a)(4) 

1903(m)(2)(A) 

(1) 

(10) 

(23) 

(1) 

(10) 

(23) 

1902(a)(30) 

(1) 

(10) 

(23) 

1903(m)(2)(A) 

(1) 

(10) 

(23) 

Substitute 

(1) 

(10) 

(23) 

1902(a)(7) 

CA    Phase-In  of  6-month  Guar  HMO  Elig  (1) 
CA    Contracting  w/Counties  for  XIX  (2)  (1) 
[Resubmitted] 


(10) 


MA  Commonwealth  Health  Care  Corp. 

PA  Primary  Care  Case  Management 

PA  PCCM  thru  HIOs  in  Metro  Areas 

TX  HMO  Pilot  Project 

WV  WV  Capitated  Case  Management 


(1) 

(1) 
(1) 
(1) 


(23) 


(23) 


(23) 
(10)  (23) 
(10)  (23) 


(1)     (10)  (23) 


1902(e)(2)(A)&(B) 

1902(a)(5) 

1902(a)(13)(A) 

1902(a)(30) 

1903(m)(2) 

1902(e)(2)(A)&(B) 

1903(m)(2) 

Resubmitted 

1902(a)(3), 

(13), (37) 

Resubmitted 


Key;  1902(a): 
(1)  Statewideness . 

(10)  Comparability. 

(23)  Free  Choice. 
(3)  Fair  Hearings. 
(5)  Single  state  agency, 

(37)  Prompt  claims 
payment . 


(4)  General  administrative  requirements  (basis 
for  regulation  on  renegotiation  of  rates). 

(7)  Disclosure  of  recipient  information. 
(13) (A)  Hospital  payment  rates/methods. 
(17)  Basic  eligibility  standards. 
(30)  Upper  payment  limit  for  capitation  rates. 
(33) (A)  Quality  assurance  plan. 


1903(m)(2):  Requirements  for  comprehensive  risk  contracts.  [See  p. 18] 
1902(e) (2) (A)&(B) :  Extended  eligibility  guarantee  for  HMO  enrollees. 
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Table  II-4:  PROVISIONS  OF  TITLE  XIX  OF  THE  SOCIAL  SECURITY  ACT 
(con't)        FOR  WHICH  WAIVERS  WERE  SOUGHT  UNDER  SECTION  1915(b) 


Section  1902(a):    (1)     (10)     (23)  Other 
PRIMARY  CARE  CASE  MANAGEMENT  (con't)  ~" 
VI .    Disapproved  • 

MA    Health  Choices  1902(e) (2) (A)&(B) 

OTHER 

V.  Withdrawn 

CA    ON-LOK  (1)     (10)     (23)  1903(m)(2) 

HI    Provide  Elig  Info  to  HMO  1902(a)(7) 

MS    Extra  Hos  Days/Low  Birth-Weight  (10) 

NE    Limits  on  Psychiatric  Services  (10)  *  + 

OH    HMO  Copayment  Exemption  (10) 

OK    Prescription  Drugs — NH  Residents  (10) 

WI    Provide  Home  Care  for  MR  Popn  (1)     (10)     (23)  1902(a)(14) 

VI .  Disapproved 

CT    Transportation  Copayment s  (1st)  1902(a) (14) 

CT    Transportation  Copayments  (2nd)  (10)  1902(a)(14) 

ME    Drug  Copayment  (10) 

MI    Copayments  (3)  (10) 

NH    Impose  Higher  Copayments  (10)  1902(a)(14) 
WA    Modify  UR/UC  Requirements  (3)  *  # 

WA    Higher  Copayments  for  ER/OPD  (10)  1902(a) (14) 

WI    Waive  Medically  Needy  Elig  Req  *  # 


Key:  1902(a): 

(1)  Statewideness .  (7)  Disclosure  of  recipient  information. 

(10)  Comparability.  (14)  Copayment  limitations. 

(23)  Free  Choice. 

1903(m)(2):  Requirements  for  comprehensive  risk  contracts.     [See  p. 18] 
1902(e)(2)(A)&(B) :  Extended  eligibility  guarantee  for  HMO  enrollees. 

*  Only  regulatory  requirements  cited  in  waiver  request. 

+    Apparent  statutory  basis  has  been  entered,  though  not  cited  by  state 

#  Statutory  basis  of  regulations  cited  not  readily  apparent. 
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In  addition  to  the  sections  already  cited,  two  primary  care  case  management 
programs  have  received  waivers  of  the  requirements  governing  disclosure  of  reci- 
pient information  [section  1902(a)(7)]  and  two  others,  both  capitated  plans,  have 
received  waivers  of  section  1902(a)(4),  which  gives  the  Secretary  general  author- 
ity to  specify  methods  of  administration  necessary  for  efficient  operation  and 
is  the  basis  for  a  number  of  more  specific  regulations.  In  at  least  one  of  these 
cases,  the  waiver  was  obtained  to  permit  capitation  rates  to  be  renegotiated  more 
often  than  annually.  The  single  State  agency  requirement  [section  1902(a)(5)] 
has  been  waived  for  two  California  case  management  programs;  and  the  upper  pay- 
ment limit/utilization  control  section  [I902(a)(30)]  has  been  waived  for  five 
PCCM  programs,  in  order  to  permit  them  to  pay  bonuses  to  their  primary  care 
physicians.  Finally,  section  1902(a)(33)(A),  specifying  quality  assurance 
procedures,  has  been  waived  for  one  program. 

Pending  requests  do  not  differ  significantly  from  already  approved  requests 
in  terms  of  State  plan  requirements  for  which  waivers  are  being  sought.  The  one 
disapproved  and  two  of  the  withdrawn  primary  care  case  management  proposals 
sought  waivers  of  section  1902(e)(2)(A)&(B),  which  permits  a  State  to  offer 
six  months  of  guaranteed  Medicaid  eligibility  for  recipients  who  enroll  in  a 
prepaid  plan  only  if  the  plan  is  a  federally  qualified  HMO  or  is  based  at  a 
federally  funded  community  health  center.  Another  pending  request  seeks  a 
waiver  of  section  1902(a)(17),  the  basic  eligibility  determination  procedures, 
for  a  similar  purpose.  These  requests  cannot  be  granted  under  the  authority  of 
section  1915(b),  because  the  determination  of  who  qualifies  for  federal  finan- 
cial participation  is  governed  by  section  1903. 

Waiver  requests  for  "other"  programs  do  differ.  Here  statewideness  and 
freedom  of  choice  waivers  were  rarely  requested;  instead,  comparability  was  the 
main  requirement  for  which  waivers  were  sought,  followed  closely  by  the  section 
1902(a)(14)  limitations  on  recipient  cost  sharing.  All  but  one  of  the  requests 
in  this  group  have  been  withdrawn  or  disapproved. 


While  certain  similarities— such  as  a  common  procedure  for  applying  to  HCFA 
for  waivers  and  the  waiver  of  the  same  federal  Medicaid  requirements— do  exist 
across  all  programs,  stronger  similarities  are  noted  among  projects  within  the 
three  previously  identified  classifications.  These  similarities  suggest  that  an 
appropriate  analytic  approach  would  be  to  discuss  each  one  of  these  groups 
separately.  Therefore,  the  following  three  sections  present  more  detailed 
information  on  the  major  types  of  section  1915(b)  waiver  activities: 

o     primary  care  case  management  programs; 

o     mental  health  services  arrangements,  and  other  case  management  programs 
targetted  on  particular  populations  or  services;  and 

o     selective  contracting  activities. 

In  each  of  these  sections,  the  primary  focus  will  be  on  waiver  programs 
that  have  been  approved  by  HCFA.  Short  individual  summaries  of  all  submitted 
waiver  applications,  approved  or  otherwise,  are  presented  as  Appendix  A  of 
this  report. 
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C.    Primary  Care  Case  Management  Systems 


As  noted  earlier,  primary  care  case  management  (PCCM)  systems  for  basic 
medical  care  are  the  most  prevalent  type  of  program  for  which  section  1915(b) 
waivers  have  been  requested,  representing  half  of  all  waiver  requests  and 
almost  three  quarters  of  all  approved  waiver  programs.  The  basic  notion  of  a 
PCCM  system,  sometimes  also  called  a  primary  care  network  (PCN),  is  quite 
simple.  The  Medicaid  recipient  selects  (or  is  assigned)  a  primary  care  physi- 
cian or  other  primary  care  provider,  who  becomes  the  case  manager.  Thereafter, 
except  in  a  true  emergency,  all  care  must  be  provided  or  authorized  in  advance 
by  the  case  manager. 

HCFA  regulations  [42  CFR  431.55(c)]  specify  that: 

Waivers  .  .  .  may  be  authorized  for  a  State  to  implement  a 
primary  care  case  management  system  .  .  .  which  restricts  the 
provider  from  or  through  whom  a  recipient  can  obtain  medical 
care  services  (other  than  in  emergency  circumstances)  provided 
that  those  restrictions  do  not  substantially  impair  access  to 
such  services  of  adequate  quality  where  medically  necessary. 

(1)  Under  a  primary  care  case  management  system  the  [State] 
agency  assures  that  a  specific  person  or  persons  or  agency 
will  be  responsible  for  locating,  coordinating,  and  monitoring 
all  primary  care  or  primary  care  and  other  medical  care  and 
rehabilitative  services  on  behalf  of  a  recipient. 

Interpretive  material  issued  by  HCFA  fState  Medicaid  Manual,  section  2107, 
paragraph  A]  further  defines  PCCM  systems: 

Primary  care  includes  a  range  of  services  adequate  for  meeting 
the  great  majority  of  personal  health  needs.  Primary  care  is 
ordinarily  provided  by  family  practice  physicians,  internists, 
pediatricians,  or  physician  surrogates  (physician  assistants, 
nurse  practitioners,  pediatric  associates,  etc.).  A  primary 
care  case-management  program  may  include  the  provision  of,  or 
arrangements  for,  all  available  services  as  long  as  primary 
care  services  are  provided  as  well. 

In  developing  PCCM  systems,  States  must  make  several  design  decisions. 
These  can  be  organized  under  three  major  headings: 

1.  Eligibility  and  Enrollment 

o     What  will  be  the  eligible  population — in  terms  of  both 
geographic  location  and  categories  of  recipients? 

o     Will  recipient  participation  be  voluntary  or  mandatory? 

2.  Reimbursement  and  Organizational  Arrangements 

o     How  will  providers  be  paid— prepaid  capitation  or  fee-for- 
service? 


22 


o     Will  the  State  operate  the  program  directly  or  under 
contract  with  another  organization? 

o     What  providers  will  be  allowed  to  serve  as  primary  care 
providers/case  managers?    As  referral  specialists? 

3.    Data  Systems,  Monitoring,  and  Quality  Assurance 

o     What  data  systems  will  be  established  and  who  will  operate 
them? 

o     What  utilization/cost  information  will  routinely  be  fed 
back  to  the  case  managers? 

o     How  will  quality  be  monitored? 

Based  on  these  major  design  parameters,  this  section  gives  an  overview  of 
the  major  features  of  the  various  State  PCCM  systems.  Where  possible,  some 
flavor  of  early  impact — such  as  number  of  recipients  enrolled — is  given. 
Detailed  evaluation  of  the  cost,  access  and  quality  effects  of  PCCM  programs 
is  beyond  the  scope  of  this  descriptive  analysis.  Other  reports  under  this 
project  attempt  to  evaluate  the  impact  of  one  or  two  PCCM  systems  in  greater 
detail. 

The  discussion  here  focuses  on  the  19  PCCM  systems  that  are  currently 
operational  under  waivers  approved  by  HCFA.  Two  other  programs  (one  imple- 
mented and  subsequently  terminated,  one  approved  but  not  yet  operational)  are 
also  included  in  the  tables.  Brief  reference  may  also  be  made  to  three  other 
programs  (all  pending)  that  States  are  developing.  Of  the  remaining  16  PCCM 
waiver  requests,  two  were  approved  and  implemented  but  have  subsequently  expired, 
seven  were  approved  by  HCFA  but  will  not  be  implemented  by  the  States,  four 
were  withdrawn  and  are  not  being  pursued  further  by  the  States,  and  three  more 
are  pending,  one  of  which  is  not  being  actively  pursued  and  may  be  withdrawn. 

1.    Eligibility  and  Enrollment 

The  two  aspects  of  the  target  population  question  are:  in  what  geographic 
areas  of  the  State  will  the  PCCM  system  operate,  and  what  categories  of  reci- 
pients will  it  serve?  The  recipient  participation  question — voluntary  or 
mandatory— is  even  more  significant  for  program  design.  Table  n-5  shows  the 
choices  States  have  made  on  these  three  issues  and  summarizes  available  enroll- 
ment information  for  each  program.  To  aid  the  discussion,  the  table  groups 
programs  according  to  participation  status  (mandatory/ voluntary)  and  imple- 
mentation status. 

a.    Geographic  Scope 

Only  two  PCCM  programs— Colorado's  Primary  Care  Physician  Program  and 
Kentucky's  KenPAG  Program— operate  on  essentially  a  statewide  basis  at  this 
time.  Three  others— in  Kansas,  Utah  and  Wisconsin— operate  in  all  or  almost 
all  of  the  State's  metropolitan  areas.  In  Utah,  for  example,  the  Choice  of 
Health  Care  Plan  is  expected  to  become  statewide  at  some  time,  but  now  operates 
only  in  the  State's  major  population  centers  along  the  western  slope  of  the 
Rockies.     However,  this  area  contains  8056  of  the  State's  population.    It  is 


23 


perhaps  significant  that  three  of  these  five  States  (Colorado,  Kansas  and  Utah) 
are  relatively  small  Medicaid  programs;  each  had  fewer  than  160,000  total 
Medicaid  recipients  in  FY84. 

All  the  other  PCCM  programs  operate  in  specific  substate  areas.  In  most 
instances,  the  programs  are  specifically  targetted  on  the  major  population 
centers,  with  their  high  concentrations  of  Medicaid  recipients.  Michigan 
operates  its  Physician  Primary  Sponsor  Plan  only  in  the  Detroit  area;  Pennsyl- 
vania's HealthPASS  Program  operates  in  part  of  the  city  of  Philadelphia;  and 
Nevada's  University  of  Nevada  Medical  School  program  is  available  only  in  Reno 
and  Las  Vegas.  Oregon's  Physician  Case  Management  Program  has  been  implemented 
fully  only  in  the  Portland  area;  and  California's  partially  capitated  PCCM 
program  is  gearing  up  primarily  in  the  State's  urban  areas. 

A  few  of  the  programs,  such  as  Tennessee's  Maury  County  Case  Management 
program  and  Washington's  Kitsap  Physician  Services  Capitation  Plan,  operate  in 
less  densely  populated  rural  areas.  In  some  cases,  the  geographic  scope  of  the 
program  is  determined  not  by  a  specific  State  targetting  decision  but  by  the 
availability  of  providers  willing  to  participate.  This  seems  to  be  the  case  in 
Michigan's  Capitated  Ambulatory  Plan  and  Pennsylvania's  Primary  Care  Capitated 
Program. 

b.    Covered  Population  Groups 

In  almost  all  cases,  States  have  chosen  to  limit  enrollment  in  their  PCCM 
systems  to  certain  groups  of  Medicaid  recipients.  The  AFDC-related  Medicaid 
population  is  most  often  the  primary  eligible  population.  All  of  the  19  cur- 
rently operational  PCCMs  are  open  to  AFDC  recipients,  while  eight  are  available 
only  to  them.  (Two  of  the  eight  do  include  the  AFDC-related  medically  needy). 
Within  this  group,  however,  certain  subcategories  of  individuals  are  often 
excluded  from  PCCM  enrollment.  These  include  children  who  are  in  foster  care 
or  subsidized  adoption  programs  or  who  are  being  treated  under  State  crippled 
children's  programs. 

Ten  PCCM  programs  also  provide  coverage  to  aged,  blind,  or  disabled  indivi- 
duals who  meet  the  SSI-related  eligibility  requirements  for  Medicaid  coverage, 
and  one  serves  the  aged  but  not  the  blind  or  disabled.  However,  individuals 
who  are  eligible  for  both  Medicaid  and  Medicare,  certainly  a  large  portion  of 
the  non-AFDC  population,  are  often  excluded  from  participating  in  PCCM  programs. 
Because  choice  cannot  be  restricted  under  Medicare,  States  are  unsure  to  what 
extent  they  may  limit  recipients'  choice  of  provider  when  the  services  are 
covered  under  both  Medicaid  and  Medicare.  Hence,  "dual  eligibles"  are  frequently 
excluded  from  PCCM  programs.  Individuals  residing  in  long  term  care  institu- 
tions are  another  frequently  excluded  group. 

A  number  of  the  States  operating  PCCM  programs  normally  provide  Medicaid 
coverage  to  the  "medically  needy,"  i.e.,  individuals  who  meet  all  the  "cate- 
gorical" requirements  for  cash  assistance  but  whose  income  is  above  cash 
assistance  levels.  .  The  medically  needy  usually  become  eligible  by  incurring 
medical  bills  that  reduce  their  income  enough  to  qualify  them  for  Medicaid. 
In  most  of  the  capitated  PCCM  programs,  the  medically  needy  have  been  excluded 
from  participation,  because  a  methodology  for  establishing  appropriate  capita- 
ted rates  for  the  medically  needy  population  has  not  yet  been  developed.  Of 
the  eight  operational  fee-for-service  case  management  programs,  four  require  or 
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permit  the  medically  needy  to  participate  and  three  do  not;  one  State  does  not 
cover  the  medically  needy  in  its  basic  Medicaid  program. 

c.    Voluntary  v.  Mandatory  Participation 

Table  n-5  categorizes  PCCM  programs  according  to  whether  the  enrollment  of 
eligible  Medicaid  recipients  in  these  programs  is  voluntary  or  mandatory.  Under 
a  voluntary  enrollment  policy,  Medicaid  recipients  who  are  located  in  an  area 
covered  by  a  PCCM  program  and  who  are  eligible  for  the  program  (e.g.,  AFDC 
recipients)  have  the  option  of  joining  the  PCCM  program  or  staying  with  the 
status  quo.  If  they  choose  to  enroll,  they  must  choose  a  primary  care  provider 
to  serve  as  their  case  manager.  Under  a  voluntary  enrollment  program,  once  a 
recipient  has  elected  to  participate,  that  individual  may  be  required  to  use 
only  their  chosen  primary  care  provider  for  a  specific  period  of  time  or  to 
change  providers  only  with  good  cause.  At  the  end  of  the  specified  period, 
recipients  may  opt  out  of  the  program. 

Under  a  mandatory  enrollment  PCCM  program,  all  recipients  eligible  to 
participate  are  required  to  choose  a  case  manager.  Recipients  not  exercising 
their  option  to  select  a  case  manager  can  be  assigned  to  one  by  the  State.  As 
with  the  voluntary  enrollment  programs,  recipients  in  mandatory  programs  may  be 
restricted  to  the  designated  case  manager  for  a  certain  period  of  time  and/or 
may  be  required  to  show  good  cause  in  order  to  change  case  managers.  Unlike 
the  voluntary  programs,  however,  recipients  under  mandatory  programs  who  are 
dissatisfied  with  their  case  managers  cannot  opt  out  of  the  program  entirely, 
but  can  only  change  case  managers. 

In  some  cases,  the  distinction  between  voluntary  and  mandatory  enrollment 
is  less  than  clearcut.  Michigan's  Physician  Primary  Sponsor  Plan  in  the 
Detroit  area,  for  example,  requires  eligible  Medicaid  recipients  to  select  a 
physician  sponsor  only  if  they  are  not  already  enrolled  in  an  HMO  or  the 
State's  other  PCCM  program,  the  voluntary  enrollment  Capitated  Ambulatory  Plan. 
Similarly,  Colorado  does  not  require  recipients  to  select  a  primary  care  physi- 
cian if  they  have  already  voluntarily  enrolled  in  an  HMO,  and  Utah  offers 
recipients  a  choice  between  enrollment  in  an  HMO  or  the  State's  primary  care 
network. 

Table  n-5  lists  21  approved  PCCM  programs— 20  implemented  and  one  still 
under  development.  (Wisconsin's  HMO  Preferred  Enrollment  Initiative  consists 
of  two  phases,  the  first  of  which  has  been  terminated.  The  two  HMO  6-month 
lock-in  programs  have  not  been  included,*  nor  have  the  seven  approved  programs 
that  were  never  implemented.  Kentucky's  Citicare  Program,  now  terminated,  is 
shown  on  the  table  but  is  not  included  in  the  following  discussion.)  Of  the 
19  programs  that  were  (still)  operational  at  the  end  of  1986,  13  had  mandatory 
enrollment  and  six  had  voluntary  enrollment.  The  one  approved  program  not  yet 
implemented  also  plans  mandatory  enrollment. 


The  6-month  HMO  lock-in  programs  did  not  represent  new  financing  or  deliv- 
ery approaches,  but  rather  the  continuation  of  policies  which  Michigan  and 
New  York  had  in  place  prior  to  1981  but  which  were  no  longer  federally 
acceptable  without  a  section  1915(b)  waiver  as  the  result  of  other  statutory 
changes  made  by  P.L.  97-35.    The  authority  to  grant  waivers  for  such  poli- 
cies was  rescinded  in  1982,  and  the  original  waivers  expired  in  early  1984. 
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Overall,  these  programs  affected  almost  820,000  Medicaid  recipients  in  mid- 
1986,  an  average  of  about  43,000  per  program.  Of  these,  approximately  403,850 
were  enrolled  in  fee-for-service  primary  care  networks,  an  average  of  about 
45,000  enrollees  across  nine  programs.  An  additional  269,100  were  enrolled  in 
fully  capitated  HMOs/PHPs,  either  directly  under  a  PCCM  waiver  program  or  as  an 
alternative  to  enrollment  in  a  mandatory  PCN;  the  average  here  was  about  33,640 
enrollees  across  eight  programs.  Four  capitated  health  insuring  organizations 
(defined  later)  enrolled  about  118,300  recipients,  although  one  program  accounted 
for  the  bulk  of  these  enrollees.  And  four  programs  in  which  the  primary  care 
providers  received  capitation  payments  for  a  limited  service  package  (also 
described  in  more  detail  later)  enrolled  about  28,350  recipients,  an  average  of 
about  7,100  per  program.  The  size  of  the  programs  varied  greatly,  from  about 
500  persons  in  Pennsylvania's  Primary  Care  Capitated  Program  to  over  185,000  in 
Kentucky's  statewide  primary  care  network.* 

Perhaps  the  most  striking  difference  between  voluntary  and  mandatory  enroll- 
ment PCCM  programs  is  the  size  of  their  enrolled  populations.  Table  II-6  groups 
the  19  operational  PCCM  programs  into  two  categories— voluntary  enrollment 
programs  and  mandatory  enrollment  programs— and  summarizes  enrollment  data  for 
each  group.  As  the  table  illustrates,  PCCM  programs  which  rely  on  Medicaid 
recipients  voluntarily  choosing  to  enroll  are  substantially  smaller  in  size 
than  those  programs  in  which  recipients  are  required  to  participate.  The  six 
voluntary  enrollment  PCCM  programs  have  an  average  of  about  3,720  enrollees. 
The  13  mandatory  enrollment  programs  are  substantially  larger,  averaging  over 
61,000  enrollees  per  program. 


TABLE  0-6 

PCCM  Program  Enrollment  Pata.  by  Program  Type 

(mid-1986  data) 

Number  of       Total  Enrollment         Average  Enrollment 
Type  Programs         (No.  Recipients)  Per  Program 


Voluntary 

Enrollment  6  @  22,320  @  3,720 
Programs 

Mandatory 

Enrollment  13  @  797,300  @  61,330 
Programs 


Because  six  programs  permit  recipients  to  choose  among  several  options, 
there  is  some  duplication  in  the  program  counts  given  in  this  paragraph. 
Enrollees  have  been  counted  only  once,  however,  according  to  the  type  of 
provider  they  have  selected. 
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While  such  things  as  differing  start  dates  for  these  programs  may  provide 
some  explanation  of  this  size  differential,  two  other  factors  are  significant! 
1)  the  mandatory  programs  appear  to  have  been  established  in  areas  with  larger 
Medicaid  populations,  and  2)  the  percent  of  eligible  recipients  electing  to 
enroll  in  voluntary  programs  has  been  rather  small.  As  indicated  in  Table  n-5, 
all  of  the  mandatory  programs  have  made  substantial  penetration  into  their 
target  populations,  enrolling  50  percent  or  more  of  the  eligible  recipients. 
On  the  other  hand,  with  the  possible  exception  of  Nevada,  voluntary  programs 
have  enrolled  only  about  10%  or  less  of  the  potentially  eligible  recipients  in 
the  areas  in  which  these  programs  operate. 


2.    Reimbursement  and  Organizational  Arrangements 

In  designing  a  PCCM  system,  the  questions  of  how  providers  will  be  paid, 
what  kinds  of  providers  may  serve  as  case  managers,  and  who  will  operate  the 
PCCM  system— the  State  or  a  contractor— are  all  closely  interrelated.  More- 
over, in  this  area  federal  restrictions  on  Medicaid  capitation  arrangements  can 
greatly  affect  a  State's  design  choices.  Therefore,  the  following  discussion 
is  organized  around  the  three  major  payment  approaches  available: 

o     full  capitation; 

o     partial  capitation;  and 

o     traditional  fee-for-service,  with  or  without  case  management 
fees  or  incentive  arrangements. 

Discussion  of  the  organizational  arrangements  for  PCCM  systems  is  integrated 
under  the  payment  headings,  because  the  two  issues  are  so  closely  related. 
Provider  participation  questions  are  reviewed  separately  at  the  end  of  this 
section. 

a.    Full  capitation 

Under  a  fully  capitated  approach,  a  health  care  provider  or  insuror  is  paid 
a  predetermined  monthly  amount  for  each  enrollee  and,  in  return,  agrees  to 
provide/pay  for  a  comprehensive  package  of  health  care  services  as  needed  by 
the  enrollee.  The  provider/insuror  is  at  risk  for  costs  it  incurs  in  excess  of 
the  capitation  payment,  although  the  degree  of  risk  may  vary  and  "stop  loss" 
provisions  or  reinsurance  may  be  included  in  individual  contracts.  Medicaid 
recipients  who  choose  to  enroll  with  the  capitated  provider/insuror  may  not  use 
unaffiliated  providers  without  prior  approval,  except  in  true  emergencies. 

When  a  State  Medicaid  agency  contracts  with  a  provider/insuror  on  a  full 
capitation  basis,  the  capitation  payment  usually  includes  the  full  range  of 
Medicaid-covered  acute  care  services,  with  some  exceptions.  Long  term  care 
benefits  are  normally  excluded.  Separate  capitation  rates  are  usually  developed 
for  different  categories  of  recipients.  These  rates  are  most  often  based  on  an 
actuarial  estimate  of  the  cost  of  providing  Medicaid  services  on  a  fee-for- 
service  basis  to  a  similar  group  of  recipients,  and  are  set  at  some  percentage — 
typically  90  to«  95  percent— of  the  fee-for-service  estimate. 
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Capitation  approaches  are  attractive  to  States  because  they  limit  the  States' 
financial  liability  for  the  specified  services  and  because  they  make  it  possible 
for  States  to  budget  their  expenditures  for  those  services  more  accurately. 
However,  federal  law  limits  States'  ability  to  enter  capitation  arrangements 
for  comprehensive  services,  at  least  when  the  entity  being  capitated  is  a 
provider  of  services  and  not  purely  a  payor  or  insuror.  As  interpreted  by  HCFA 
prior  to  the  April  7,  1986,  enactment  of  the  Consolidated  Omnibus  Budget  Recon- 
ciliation Act  of  1985  (COBRA),  section  1903(m)  of  the  Social  Security  Act  forbids 
federal  matching  of  prepaid  capitation  payments  made  to  a  provider  of  services 
if  the  capitation  rate  includes  payment  for  inpatient  hospital  services  and  any 
one  of  the  other  services  States  are  required  to  include  in  their  Medicaid  pro- 
grams* unless  the  provider  is  a  health  maintenance  organization  (HMO)  or  a 
federally  funded  clinic  that  meets  certain  additional  conditions.**  These 
restrictions  also  apply  if  the  capitation  payment  includes  any  three  of  the 
required  services,  even  if  inpatient  hospital  services  are  not  included.  COBRA 
(P.L.  99-272)  further  clarifies  that  the  section  1903(m)  rules  apply  to  health 
insuring  organizations  (defined  later)  as  well,  if  they  arrange  for  the  provi- 
sion of  services. 

i.    HMOs  and  Prepaid  Health  Plans  (PHPs) 

Prior  to  1981,  in  order  to  qualify  for  Medicaid  capitation  contracts,  HMOs 
had  to  be  federally  qualified  (under  title  XIH  of  the  Public  Health  Service 
Act);  and,  within  3  years  after  they  began  operations,  no  more  than  half  their 
enrollees  could  be  Medicare  or  Medicaid  eligibles.  But  there  were  no  further 
statutory  requirements. 

OBRA  allowed  HMOs  operating  under  State  law  to  obtain  Medicaid  capitation 
contracts  even  if  they  were  not  federally  qualified  under  the  PHS  Act,  and  it 
raised  the  limit  on  Medicare/ Medicaid  enrollment  to  75  percent.  But  it  placed 
other  limitations  on  HMO  contracts.  Most  significant  of  these  is  the  require- 
ment that  Medicaid  HMO  enrollees  be  permitted  to  disenroll  at  any  time  without 
cause,  with  the  disenrollment  effective  one  full  calendar  month  after  the  request 
is  made.  Prior  to  OBRA,  regulations  permitted,  and  most  States  implemented, 
6-month  HMO  enrollment  periods.  If  a  Medicaid  eligible  chose  to  enroll  in  an 
HMO,  she  usually  was  permitted  to  change  her  mind  in  the  first  30  days.  There- 
after, she  was  required  to  remain  enrolled  in  the  HMO  for  a  minimum  of  6  months 
from  the  date  of  initial  enrollment  unless  she  became  ineligible  or  could  show 
good  cause  for  requesting  disenrollment.     Thus,  the  OBRA  change  to  monthly 


The  required  Medicaid  services  are  inpatient  hospital  services,  outpatient 
hospital  services,  physicians'  services,  laboratory  and  x-ray  tests,  EPSDT 
for  children,  family  planning,  nurse-midwife  services,  rural  health  clinic 
services,  and  skilled  nursing  facility  and  home  health  services  for  adults. 

Section  1903(m)  permits  comprehensive  capitation  contracts  with  U.S.  PHS- 
funded  migrant  health  centers  and  community  health  centers,  so  long  as  the 
entity  received- at  least  $100,000  from  PHS  in  each  of  the  two  years  prior 
to  signing  a  Medicaid  prepaid  contract  and  has  continued  to  receive  PHS 
grants  since  then.  Providers  who  have  had  Medicaid  capitation  contracts 
since  1970«  and  certain  Appalachian  Regional  Development  Commission-funded 
clinics  are  also  "grandfathered"  in.  These  entities  are  usually  called 
prepaid  health  plans  (PHPs)  to  distinguish  them  from  HMOs. 
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disenrollment  was  quite  significant,  and  required  HMOs  to  handle  their  Medicaid 
enrollment  very  differently  from  the  bulk  of  their  private  enrollment.  Subse- 
quently, the  Deficit  Reduction  Act  of  1984  and  the  Consolidated  Omnibus  Budget 
Reconciliation  Act  of  1985  modified  these  requirements  again.  Six-month  enroll- 
ment or  "lock-in"  periods  are  now  permitted,  but  only  for  federally  qualified 
HMOs  that  fully  meet  the  enrollment  composition  requirement—the  "75%  Rule"— and 
for  prepaid  plans  based  at  federally  funded  community  health  centers." 

Because  of  HMOs'  demonstrated  success  in  controlling  health  care  costs,  and 
because  of  the  attractiveness  of  capitation  as  a  method  of  payment,  States  have 
sought  over  the  years  to  contract  with  HMOs  and  other  prepaid  health  plans  (PHPs) 
permitted  under  the  federal  statute.  In  June  1981,  18  States  had  contracts  with 
54  HMOs/PHPs  to  enroll  Medicaid  recipients.  By  June  1986,  these  numbers  had 
risen  to  25  States  and  134  HMOs/PHPs,  due  at  least  in  part  to  the  new  authority 
to  contract  with  State-qualified  HMOs. 

However,  there  are  several  factors  that  limit  States'  ability  to  enroll 
significant  numbers  of  Medicaid  recipients  in  HMOs/PHPs.  Many  mainstream 
HMOs  are  unavailable  to  Medicaid  recipients,  either  because  they  are  located 
outside  major  poverty  areas  or  because  they  are  unwilling,  for  various  reasons, 
to  serve  Medicaid  patients.  (Less  than  one  quarter  of  all  federally  qualified 
HMOs  have  enrolled  any  Medicaid  patients.)  One  possible  reason  for  this  unwill- 
ingness is  the  high  turnover  rate  of  Medicaid  enrollees,  due  to  both  loss  of 
eligibility  and  voluntary  disenrollment.  This  high  turnover  means  that  HMOs 
serving  Medicaid  patients  must  market  themselves  aggressively  and  continuously 
just  to  keep  their  Medicaid  enrollment  from  declining.  Many  are  not  willing  to 
make  this  effort.  Other  HMOs  may  fear  that  serving  Medicaid  patients  will 
damage  their  private  sector  marketing  efforts.  On  the  other  hand,  HMOs  located 
in  poverty  areas,  and  therefore  presumably  interested  in  enrolling  Medicaid 
recipients,  may  be  precluded  from  doing  so  (unless  they  are  based  at  federally 
funded  clinics)  by  the  statutory  requirement  that  25  percent  of  their  enrollment 
be  private  (neither  Medicare  nor  Medicaid). 

Another  factor  is  the  statutory  requirement  that  enrollment  in  HMOs/PHPs 
be  strictly  voluntary  (in  the  absence  of  a  waiver)  and  the  need,  therefore,  to 
market  aggressively  and  to  provide  incentives  for  enrollment.  Providing  such 
incentives  is  difficult,  however,  because  States'  Medicaid  benefit  packages  are 
usually  quite  rich,  making  it  hard  for  HMOs  to  offer  additional  services  as  an 
inducement  to  enroll;  and  Medicaid  recipients  are  not  required  to  pay  any  pre- 
mium for  their  coverage,  making  it  impossible  for  HMOs  to  attract  enrollees 
through  lower  out-of-pocket  premium  payments.  Thus,  it  is  very  difficult  to 
fashion  an  HMO/PHP  option  for  Medicaid  recipients  that  will  induce  a  significant 
number  of  recipients  to  enroll  voluntarily.  And,  in  fact,  only  about  282,000 
Medicaid  eligibles  were  enrolled  in  HMOs  or  PHPs  as  of  June  1981,  representing 
less  than  2  percent  of  total  monthly  Medicaid  enrollees.  Nationally,  in  June 
1981,  HMOs  enrolled  a  total  of  10.3  million  persons,  or  about  4.5%  of  the  U.S. 
population. 

Several  States  have  used  the  section  1915(b)  waiver  authority  to  pursue 
arrangements  with  HMOs/PHPs  that  would  not  otherwise  be  permitted  under  current 
federal  rules. 
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To  overcome  the  disenrollment-on-demand  problem,  two  States— Michigan  and 
New  York— used  the  section  1915(b)  authority  to  waive  the  new  monthly  disenroll- 
ment  requirement  and  continue  their  previous  6-month  enrollment  policies. 
Because  TEFRA  eliminated  the  Secretary's  authority  to  waive  section  1903(m) 
requirements  using  section  1915(b),  neither  of  these  waivers  could  be  renewed. 
Both  have  now  expired.  Michigan  so  far  has  chosen  not  to  use  the  6-month  lock- 
in  authority  for  federally  qualified  HMOs  granted  by  the  1984  Deficit  Reduction 
Act.    New  York  has  elected  the  option. 

Reacting  to  a  lack  of  Medicaid  interest  on  the  part  of  mainstream  HMOs, 
Pennsylvania  obtained  a  waiver  to  allow  it  to  contract  on  a  prepaid,  full  capi- 
tation basis  with  clinics  that  were  not  recognized  HMOs.  Called  the  Primary 
Care  Capitated  Program,  this  modest  initiative  attracted  interest  from  several 
clinics  but  ultimately  resulted  in  only  actual  contract.  Recipient  enrollment 
remained  strictly  voluntary.  This  waiver  has  now  expired  and  cannot  be  renewed 
due  to  the  TEFRA  limitations.  However,  the  program  has  continued  because  the 
single  contracting  clinic  qualifies  under  section  1903(m)  as  a  federally  funded 
clinic  (see  footnote  on  p.  31). 

To  overcome  the  difficulties  involved  in  encouraging  Medicaid  recipients  to 
join  HMOs  voluntarily,  Wisconsin  has  launched  its  HMO  Preferred  Enrollment 
Initiative.  In  Phase  1  of  this  initiative,  AFDC  recipients  residing  in  areas 
served  by  (at  that  time)  a  single  Medicaid-contracting  HMO  (Madison  and  Marsh- 
field)  were  automatically  enrolled  in  that  HMO  unless  they  specifically  chose 
not  to  be.  In  Phase  2,  AFDC  recipients  in  Madison  and  Milwaukee  are  required  to 
choose  among  several  HMO  plans  available  to  Medicaid  eligibles  in  their  area. 
The  traditional  fee-for-service  Medicaid  program  is  no  longer  available  in  the 
State's  two  major  urban  areas.  This  approach  was  made  possible  by  major  changes 
in  general  State  law  and  in  the  State  employee  health  benefits  program,  enacted 
in  1983,  which  had  the  effect  of  encouraging  State  employees  to  enroll  in  prepaid 
plans.  The  resulting  competition  for  State  employee  enrollment  caused  a  number 
of  organized  health  delivery  systems  in  Madison  to  become  HMOs  in  a  matter  of 
months.  In  Milwaukee,  where  solo  practitioners  predominate,  IPA-model  HMOs 
formed.  These  organizations  thus  became  available,  met  all  federal  Medicaid 
requirements,  and  contracted  to  serve  Medicaid  patients  on  a  prepaid,  capitated 
basis.  After  two  years  of  experience  with  mandatory  enrollment,  the  program 
seems  to  be  doing  well  and  is  expanding  gradually  into  additional  urban  counties. 

A  waiver  project  ("Expanded  Choice  of  Health  Care  Plans")  similar  to  the 
Wisconsin  plan  was  submitted  by  California  and  approved  by  HCFA.  Initially, 
Medi-Cal  recipients  in  San  Diego  County  would  have  been  required  to  select  among 
the  participating  HMOs.  However,  at  the  last  moment,  the  State  legislature 
refused  to  appropriate  necessary  start-up  funds,  and  the  project  was  cancelled. 
Missouri  has  operated  a  similar  program  in  the  Kansas  City  area  for  three  years 
under  a  demonstration  waiver.  Five  prepaid  health  plans  are  available,  as  well 
as  about  50  fee-for-service  physician  case  managers.  A  request  to  continue  the 
program  using  section  1915(b)  waivers  was  recently  approved  by  HCFA. 

Other  States  have  not  had  or  been  able  to  stimulate  the  development  of  a 
large  base  of  competing  mainstream  HMOs.  Thus,  States  seeking  the  benefits  of 
prepaid,  capitated  arrangements  have  had  to  look  for  alternatives.  The  original 
section  1915(b)  authority,  which  permitted  waivers  of  section  1903(m),  offered 
States  the  opportunity  to  develop  capitation  contracts  with  providers  or  organi- 
zations willing  to  serve  Medicaid  patients  on  a  prepaid  basis,  even  if  they  did 
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not  serve  other  populations  on  that  basis.  Several  States— Kentucky,  Tennessee 
and  Massachusetts—were  developing  proposals  for  large,  Medicaid-only  prepaid 
plans  or  capitated  primary  care  networks  when  the  enactment  of  TEFRA  abolished 
the  Secretary's  authority  to  waive  section  1903(m)  requirements  using  section 
1915(b).  Massachusetts  chose  to  withdraw  its  section  1915(b)  request  for  the 
Commonwealth  Health  Care  Corp.  project  and  resubmitted  it  as  a  section  1115(a) 
demonstration  waiver  project.  Kentucky  and  Tennessee  sought  alternative 
approaches  that  would  allow  them  to  implement  the  substance  of  their  proposals 
under  section  1915(b). 

ii.    Health  Insuring  Organizations  (HIQs) 

The  alternative  that  emerged  was  the  use  of  entities  considered  "health 
insuring  organizations  (HIOs)"  under  federal  Medicaid  regulations,  combined 
with  a  section  1915(b)(1)  waiver  to  permit  the  HIO  to  operate  a  PCCM  system. 
According  to  42  CFR  434.2: 

"'Health  insuring  organization'  means  an  entity  that— 

"(a)  pays  for  medical  services  provided  to  recipients  in 
exchange  for  a  premium  or  subscription  charges  paid  by  the 
[State]  agency;  and 

"(b)  assumes  an  underwriting  risk." 

The  HIO  option,  which  has  existed  in  federal  regulations  for  some  time, 
permits  States  to  cover  their  Medicaid  population  by,  in  effect,  buying  private 
insurance  for  them.  The  Texas  Medicaid  program  has  operated  in  this  way  since 
its  inception,  and  the  Redwoods  Health  Foundation  has  covered  Medicaid  eligibles 
in  three  California  counties  since  1973.  These  insurors  operate  standard  Medi- 
caid programs  without  waivers,  although  they  perhaps  pay  particular  attention  to 
good  utilization  control  procedures. 

Despite  these  early  examples,  interest  in  HIO  approaches  did  not  begin  to 
spread  until  PCCM  waivers  became  available  and  TEFRA  restricted  section  1903(m) 
waiversc  PCCM  systems  made  accepting  risk  more  feasible  for  private  insuring 
organizations,  because  of  the  real  opportunities  for  cost  and  utilization  con- 
trol they  offer.  HIOs  were  attractive  to  States  because,  prior  to  the  enactment 
of  COBRA,  they  could  be  paid -on  a  capitated,  at-risk  basis  without  regard  to  the 
section  1903(m)  requirements  that  govern  and  constrain  prepaid  contracts  with 
providers  and  because  they  would  develop  and  operate  the  management  information 
systems  necessary  to  support  PCCM  systems. 

Prior  to  COBRA,  HIOs  were  exempt  from  the  section  1903(m)  requirements 
because  they  were  not  considered  to  be  providers  of  care  or  to  accept  medical 
responsibility  for  any  patient;  patient  care  remained  the  responsibility  of  the 
treating  physician.  HCFA  interpreted  the  section  190 3(m)  restrictions  to  apply 
only  to  providers  of  care,  and  considered  HIOs  to  be  insurors  or  payors,  not 
providers.  COBRA  clarified  that  HIOs  are  subject  to  the  section  190 3(m)  require- 
ments if  they  "arrange  for"  care.  Operating  a  PCCM  system  is  clearly  considered 
to  be  "arranging  for"  care.  However,  HIOs  that  were  in  operation  before  January  1, 
1986,  may  continue;  and  HIO/PCCM  systems  that  received  section  1915(b)  waivers 
prior  to  January  1,  1986,  are  exempted  from  the  two  most  troublesome  of  the 
section  1903(m)  requirements— the  "75%  Rule"  and  disenrollment-on-demand.  (HIOs 
that  do  not  "arrange  for"  care  apparently  need  not  meet  the  HMO  requirements.) 
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When  a  State  contracts  with  an  HIO  to  operate  a  PCCM  system,  all  patient 
care  is  provided  by  physicians  and  other  licensed  providers  under  subcontracts 
with  the  HIO.  Unlike  HMOs,  however,  HIOs  may  not  be  "closed  panel,"  i.e.,  they 
may  not  arbitrarily  choose  to  deal  only  with  certain  providers  in  a  given  area. 
Because  they  are  considered  fiscal  agents  of  the  State,  they  must  deal  with  all 
M edicaid-participating  providers  who  wish  to  continue  to  serve  Medicaid  patients 
under  the  HIO  arrangement.  There  is  one  exception  to  this  rule.  The  State  may, 
on  behalf  of  the  HIO,  obtain  a  "restrict  providers"  waiver  under  section  1915(b)(4). 
If  this  is  done,  the  HIO,  as  the  agent  of  the  State,  may  establish  objective 
criteria  that  it  will  then  use  to  determine  whether  or  not  to  subcontract  with  a 
particular  provider.  These  criteria  must  be  ".  .  .  consistent  with  access, 
quality  and  efficient  and  economic  provision  of  covered  care  and  services;"  and 
must  not  ".  .  .  discriminate  among  classes  of  providers  on  grounds  unrelated  to 
their  demonstrated  effectiveness  and  efficiency  in  providing  [covered]  services." 
[42  CFR  431.55(f)(1)] 

The  combined  HIO/PCCM  approach  was  initially  used  for  the  Kentucky  Citicare 
program.  Citicare  operated  as  an  HIO  and  served  all  AFDC  recipients  in  Jeffer- 
son County  (Louisville)  from  July  1983  until  it  was  terminated  by  the  State  in 
June  1984.  Similar  mandatory  enrollment  programs  are  currently  operational  in 
part  of  Philadelphia,  Pennsylvania,  in  Santa  Barbara  County,  California,  and  in 
the  Kitsap  area  of  Washington  State.  Waivers  have  been  approved  for  a  program 
in  San  Mateo  County,  California,  but  it  has  not  yet  become  operational.  Finally, 
a  program  is  under  development  for  Hartford,  Connecticut.  The  waiver  request  is 
still  pending,  but  the  program  has  a  special  legislative  exemption  from  the  new 
HIO  restrictions.  Due  to  the  COBRA  changes,  no  further  single-entity,  prepaid, 
mandatory  enrollment  PCCM  systems  can  be  approved  under  the  section  1915(b) 
authority. 

The  HIO  approach  was  also  used  in  one  instance  to  offer  a  prepaid,  managed 
care  system  to  Medicaid  recipients  on  a  voluntary  basis.  Tennessee's  "Medicaid 
Plus"  program  operated  for  several  years  as  an  HIO  and  is  now  in  the  process  of 
becoming  an  HMO. 

b.  Partial  Capitation 

A  priori,  it  can  be  argued -that  PCCM  systems  will  be  more  likely  to  succeed 
if  the  primary  care  physicians  have  real  financial  incentives  to  control  unneces- 
sary hospitalizations  and  use  of  specialist  care.  Thus,  a  primary  care  network 
(PCN),  like  an  Independent  Practice  Association  (IPA)-model  HMO,  should  want  to 
establish  risk/reward  systems  that  incorporate  those  incentives. 

Federal  Medicaid  rules  [section  1903(m)],  however,  limit  the  extent  to  which 
actual  providers  of  care  can  be  placed  at  risk  (unless  they  are  HMOs  or  PHPs). 
Individual  physicians,  for  example,  cannot  be  placed  at  risk  for  inpatient  hos- 
pital costs;  nor  can  they  be  placed  at  risk  for  more  than  two  of  the  services 
mandated  in  the  federal  Medicaid  statute.  Both  States  and  HIOs,  as  administra- 
tive extensions  of  -the  State,  are  bound  by  these  limitations.*  Therefore,  the 
primary  care  providers/case  managers  in  a  PCN  can  be  capitated  only  for  a 
limited  package  of  primary  care  services.    In  the  eight  currently  operational 


See  footnote  on  following  page. 
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PCCM  waiver  projects  that  involve  partial  capitation,  this  package  always 
includes  the  PCP's  own  services  and  usually  includes  one  other  "mandatory" 
service.  Services  listed  as  optional  in  the  federal  Medicaid  statute,  such  as 
prescription  drugs,  are  not  subject  to  the  section  1903(m)  restrictions  and  may 
also  be  included. 

In  addition  to  the  limited  capitation,  quirks  in  the  federal  statute  do 
permit  some  risk/incentive  arrangements  with  PCPs.  In  particular,  services  of 
referral  specialists  are  "physicians'  services,"  as  are  the  PCP's  own  services. 
Inclusion  of  such  services  under  the  capitation  payment  to  the  PCP  would  there- 
fore not  violate  the  "two  services"  rule,  even  if  laboratory  and  x-ray  services 
were  also  included,  as  they  often  are.  More  commonly,  specialists'  services 
would  not  be  included  in  the  direct  capitation  payment  to  the  PCP  but  would  be 
paid  by  the  HIO  from  a  separate  pool,  with  the  PCP  sharing  in  the  risk  if  expen- 
ditures exceeded  the  budgeted  allocation.  Federal  rules  also  permit  special 
arrangements  to  share  with  PCPs  any  savings  that  result  from  lower-than-expected 
hospital  utilization,  so  long  as  the  PCP  is  not  at  risk  for  higher  utilization. 

When  the  PCP  is  partially  capitated,  payments  to  specialists  themselves 
usually  remain  on  a  fee-for-service  basis,  as  do  payments  to  hospitals  for 
inpatient  care. 

All  of  the  HlO-operated  PCNs  approved  to  date  have  involved  "partial  capita- 
tion" arrangements  with  the  primary  care  providers.  In  the  case  of  Pennsylvania's 
"HealthPASS"  project  in  Philadelphia,  the  largest  HlO-operated  PCN,  PCPs  are 
financially  at  risk  for  their  own  services,  for  the  services  of  referral  physi- 
cians (specialists)  and  other  practitioners,  and  for  laboratory  and  X-ray  tests. 
"Stop-loss"  limits  on  referral  services  vary  from  $1,000  to  $4,000  per  individual 
patient,  depending  on  how  many  HealthPASS  enrollees  the  PCP  has.  PCPs  also 
share  in  the  savings  if  utilization  of  hospital  and  related  services  stays  below 
budgeted  amounts.  For  Tennessee's  "Medicaid  Plus,"  the  basic  capitation  payment 
to  PCPs  includes  the  PCP's  own  services  and  laboratory  and  x-ray  services. 
Other  (optional)  Medicaid  services,  primarily  prescription  drugs,  may  be 
included  in  the  capitation  payment  under  some  PCP  contracts. 


(From  previous  page:)  Although  HIOs  receive  capitation  payments  from  the 
State,  they  are  in  essence  fiscal  agents  of  the  State  and  must  abide  by  the 
same  Medicaid  regulations  that  would  apply  to  the  State  if  it  were  perform- 
ing the  same  functions  directly.  Thus,  the  State  must  review  and  approve 
the  HIO's  subcontracts  with  physicians  and  other  providers,  with  particular 
attention  to  the  reimbursement  arrangements  proposed.  On  the  other  hand, 
since  HMOs  and  PHPs  have  statutory  status  as  providers,  State  Medicaid 
programs  have  previously  concerned  themselves  only  with  the  capitation  rate 
paid  to  the  organization.  How  the  HMO/PHP  paid  its  physicians  and  referral 
providers  such  as  hospitals  was  left  solely  to  the  discretion  of  the  HMO /PHP, 
subject  to  any  applicable  (non-Medicaid)  State  and  federal  laws.  This  may 
change,  however.  Section  9313(c)  of  the  OBRA  of  1986  makes  it  illegal  for  a 
Medicare-  or  Medicaid-contracting  HMO  to  "make  a  payment,  directly  or  indi- 
rectly, to  a  physician  as  an  inducement  to  reduce  or  limit  services  provided" 
to  eligible  persons  under  his  care.  This  provision  becomes  effective 
April  1,  1989,  unless  repealed  or  amended.  A  report  recommending  appro- 
priate physician  incentive  arrangements  is  due  January  1,  1988. 
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Four  PCCM  programs  involve  partial  capitation  arrangements  directly  between 
the  State  and  the  PCPs.  The  capitation  payment  from  Nevada  Medicaid  to  the 
University  Medical  School  includes  all  physician  services  (including  referral 
specialists),  all  laboratory  and  x-ray  tests,  and  prescription  drugs.  All  other 
services  are  paid  on  a  fee-for-service  basis  by  Nevada  Medicaid.  There  is  no 
indication  of  any  plan  to  share  savings  resulting  from  reduced  inpatient  utili- 
zation. Michigan  pays  its  Capitated  Ambulatory  Plan  (CAP)  providers  a  monthly 
capitation  rate  that  includes  ail  Medicaid-covered  ambulatory  services.  Initi- 
ally implemented  with  a  pre-TEFRA  waiver  of  section  1903(m)  requirements,  the 
CAP  was  allowed  to  continue  when  it  was  determined  that  CAP  services  are  clinic 
services,  which  are  not  mandatory  under  the  federal  statute  and  therefore  do  not 
count  against  the  two  service-limit.  In  addition,  the  CAPs  share  in  the  savings 
if  inpatient  hospital  use  is  less  than  80%  of  the  expected  use  by  an  equivalent 
group  of  recipients  under  the  fee-for-service  system. 

Oregon  capitates  its  "Primary  Care  Organizations"  for  physicians'  services, 
laboratory  and  x-ray  tests  and,  with  special  Congressional  authorization,  EPDST. 
Savings  on  inpatient  care,  emergency  rooms  and  prescription  drugs  are  split  50/50 
between  the  State  and  the  PCO.  California's  primary  care  case  management  pro- 
gram capitates  its  primary  provider  sites  at  least  for  physicians'  services 
(excluding  vision  care  and  inpatient  surgery).  The  provider  may,  with  the 
approval  of  the  State,  include  additional  services  in  the  capitation;  options 
include:  inpatient  surgery  (physicians'  services  only),  vision  care,  laboratory 
and  x-ray  services,  prescription  drugs,  medical  transportation  and  several  other 
optional  services. 

North  Carolina  received  waiver  approval  to  develop  a  partial  capitation 
arrangement  with  two  clinics  in  rural  Wilson  County,  but  the  waiver  expired 
before  the  program  became  operational.  Because  enrollment  was  voluntary,  the 
program  could  be  and  subsequently  was  implemented  without  waivers;  the  plan  to 
pay  bonuses  for  controlling  inpatient  costs  had  to  be  dropped.  New  Jersey  is 
seeking  waiver  approval  to  continue  a  prepaid  program  involving  individual 
physicians  as  well  as  clinics  and  groups,  originally  begun  under  demonstration 
waivers.    Details  of  the  physician  risk  arrangements  seem  to  be  delaying  approval. 

c.  Fee-For-Service 

When  the  State  operates  the  primary  care  network  itself  and  deals  directly 
with  primary  care  providers,  reimbursement  may  remain  on  a  fee-for-service  basis 
or  may  be  shifted  to  a  partial  capitation  arrangement  as  discussed  above.  When 
it  remains  fee-for-service,  a  monthly  per  capita  "case  management"  fee  is  often 
paid  to  compensate  the  case  manager  for  the  time  and  effort  involved  in  making 
and  monitoring  referral  care. 

Eight  of  the  19  operational  PCCM  programs  remain  strictly  fee-for-service, 
and  one  offers  fee-for-service  as  a  minor  option  in  an  otherwise  prepaid  program. 
Two  programs  (Colorado  and  Utah)  pay  no  case  management  fee.  Five  (Kansas, 
Kentucky,  Michigan,  and  two  in  Tennessee)  pay  a  $3.00  per  month  case  management 
fee.    Connecticut  pays  $5.00  and  Missouri  $1.50  per  month. 

Table  n-7  summarizes  the  reimbursement  arrangements  for  the  approved  PCCM 
plans. 
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d.    Provider  Participation 


In  general,  States  operating  their  own  PCNs  have  not  been  particularly 
restrictive  about  the  types  of  providers  permitted  to  serve  as  primary  care 
providers/case  managers.  Where  the  State  deals  directly  with  individual  physi- 
cians on  a  fee-for-service  basis  (nine  of  the  19  operational  programs),  general 
practitioners,  family  practitioners,  internists,  pediatricians,  and  OB/GYNs  are 
all  recognized  as  primary  care  physicians.  Colorado  specifically  allows  any 
M.D.  or  D.O.,  and  Michigan  will  enroll  as  a  "Physician  Primary  Sponsor"  any 
physician  (M.D.  or  D.O.)  who  agrees  to  render  personally  50%  of  all  primary  care 
services  required  by  his/her  enrollees. 

Further,  most  of  the  State-^operated  programs  do  not  limit  participation  of 
primary  care  physicians  based  on  site  of  practice.  Most  specifically  include 
physicians  who  practice  with  groups,  in  clinics,  or  in  hospital  outpatient 
departments.  However,  in  all  cases  an  individual  physician  must  be  assigned 
as  the  case  manager  for  each  enrollee. 

Where  the  State  deals  directly  with  providers  on  a  partial  capitation  basis 
(four  of  the  19  operational  programs),  the  situation  is  more  diverse.  Nevada 
contracts  only  with  the  University  of  Nevada's  School  of  Medicine,  and  Michigan's 
Capitated  Ambulatory  Program  is  available  only  to  clinics  and  group  practices. 
California's  and  Oregon's  plans  are  technically  open  to  any  physician;  however, 
because  of  the  risks  associated  even  with  limited  capitation  arrangements,  most 
participants  are  larger,  more  organized  groups  and  clinics. 

The  HIO/PCCM  operations  also  do  not  restrict  significantly  the  types  of 
providers  permitted  to  serve  as  primary  care  providers/case  managers.  However, 
unlike  the  other  programs,  not  all  of  these  specifically  included  OB/GYNs  in 
their  illustrative  list  of  primary  care  providers. 

The  remaining  operational  programs  deal  only  with  HMOs  and/or  other  prepaid 
health  plans.  In  prepaid  plans,  the  organization  of  primary  care  and  the  case 
management  function  is  left  to  the  discretion  of  the  plan. 

In  five  of  the  mandatory  PCCM  programs— Colorado,  Michigan,  Missouri,  Penn- 
sylvania and  Utah— Medicaid  recipients  who  choose  to  enroll  in  HMOs  are  exempt 
from  enrollment  in  the  primary  care  case  management  program,  whether  operated 
directly  by  the  State  or  by  an  HIO.  In  these  cases,  the  HMOs  are  not  recognized 
per  se  as  case  managers  in  the  PCCM  system;  however,  the  effect  is  essentially 
the  same  in  that  recipients  choosing  HMOs  are  enrolled  in  managed  care  systems 
and  cannot  access  other  providers  without  the  approval  of  the  HMO.  Oregon 
allows  Medicaid  recipients  to  choose  either  a  federally  qualified  HMO  or  a 
partially  capitated  "primary  care  organization." 

Another  issue  regarding  provider  participation  is  the  number  of  Medicaid 
patients  each  primary  care  provider  may  serve.  Traditionally,  State  contracts 
with  HMOs  for  enrollment  of  Medicaid  recipients  have  specified  a  maximum  Medi- 
caid enrollment.  This  limit,  based  on  the  available  capacity  of  the  HMO,  serves 
to  assure  that  Medicaid  patients  will  in  fact  be  able  to  access  HMO  services. 
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A  similar  concept  applies  in  PCCM  systems.  The  primary  care  provider  deliv- 
ers primary  care,  makes  and  monitors  referrals,  and  must  be  available  24-hours- 
a-day  to  provide  or  approve  referrals  for  urgent  care.  Obviously,  there  is  a 
limit  to  the  number  of  patients  an  individual  provider  can  handle. 

Recognizing  this,  several  of  the  States  operating  their  own  PCCM  systems 
have  established  limits  on  the  number  of  Medicaid  enrollees  per  primary  care 
physician/case  manager  in  any  one  month;  these  limits  range  from  1,500  to  2,000 
patients  per  physician.  Further,  to  assure  that  physicians  do  not  recruit 
abnormally  large  numbers  of  patients  solely  to  increase  the  case  management  fee 
they  are  paid,  three  of  the  seven  programs  paying  such  fees  set  lower  limits  on 
the  total  case  management  fee  that  can  be  paid  to  any  individual  physician. 
(The  other  four  are  small  programs  in  which  the  number  of  patients  per  physician 
is  unlikely  to  become  a  problem.) 

Kansas  allows  individual  PCPs  to  enroll  1,500  Medicaid  patients  at  any  one 
time  but  limits  the  total  annual  case  management  fee  to  $36,000  per  PCP,  corres- 
ponding to  an  average  monthly  enrollment  of  1,000  patients.  Kentucky  permits 
1,500  enrollees  but  limits  the  case  management  fee  to  $3,000  per  month.  And 
Michigan's  Physician  Primary  Sponsor  Plan  allows  2,000  enrollees  per  physician 
but  pays  a  case  management  fee  only  for  the  first  1,000  per  month. 

In  PCCM  programs  using  partial  capitation  arrangements,  minimum  enroll- 
ments are  also  necessary  to  assure  the  viability  of  the  capitated  approach. 
Kentucky's  Citicare  project  set  minimum  enrollments  of  300  for  individual 
physicians  and  600  for  clinics.  (Maximum  enrollments  were  set  at  1,800  per 
physician.)  Michigan's  Capitated  Ambulatory  Plan,  which  deals  only  with 
clinics,  requires  a  minimum  enrollment  of  200  before  payment  is  shifted  to  a 
capitation  basis,  and  Oregon  requires  its  Physician  Care  Organizations  to  have 
500  or  750  enrollees  before  capitation  begins.  (Michigan's  maximum  enrollment 
is  5,000  per  clinic.)  Other  programs  have  dealt  with  the  issue  by  grouping 
physicians  into  risk  pools,  by  assigning  all  physicians  with  less  than  a  certain 
number  of  enrollees  to  a  single  risk  pool,  and/or  by  varying  the  stop-loss 
limits  for  referral  services  based  on  the  physician's  number  of  enrollees. 

Data  on  the  distribution  of  enrollment  by  physician  is  not  generally  avail- 
able at  this  time,  except  for  one  or  two  programs.  In  Michigan,  none  of  the 
physicians  serving  as  PCPs  in  the  Physician  Sponsor  program  are  even  approaching 
the  maximum  enrollment  limits. 
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3.    Data  Systems.  Monitoring  and  Quality  Assurance 


Operation  of  a  primary  care  network  requires  a  number  of  management  systems 
that  may  not  be  available  as  part  of  the  State's  standard  Medicaid  Management 
Information  System   (MMIS).     The  functions  that   must  be  performed  include: 

o     Enrollment/Capitation  Payment 

—  Keeping  track  of  which  Medicaid  eligibles  are  enrolled  with  which 
PCPs  or  prepaid  plans. 

—  Informing  plans/PCPs  of  their  enrolled  members  on  a  regular  basis 
(at  least  monthly,  perhaps  with  on-line  access  to  more  frequently 
updated  computer  files). 

—  Issuing  capitation  payments  to  prepaid  plans  or  case  management 
fees  (if  applicable)  to  PCPs,  based  on  current  enrollment. 

o     Payment  Control 

—  Issuing  Medicaid  eligibility  cards  that  identify  the  recipient's 
prepaid  plan  or  PCP  and  warn  other  providers  that  prior  authoriza- 
tion by  the  PCP  is  required. 

—  Editing  all  claims  for  fee-for-service  payment  to  assure  that  the 
service  was  provided  or  approved  by  the  PCP. 

o  Monitoring/Oversight 

—  Providing  PCPs/case  managers  with  information  on  their  utilization 
and  cost  experiences  compared  to  other  case  managers  in  the  sys- 
tem, so  that  they  can  monitor  and,  if  necessary,  adjust  their  own 
treatment  patterns. 

—  If  the  system  calls  for  incentive  payments  to  PCPs,  tracking  referral 
and  inpatient  hospital  utilization  of  each  PCP's  panel  of  patients  for 
comparison  against  expected  utilization. 

—  Providing  information  needed  for  State  program  managers  to 
evaluate  the  cost-effectiveness  of  the  system. 

—  For  input  to  the  quality  assurance  process,  tracking  each  PCP's  or 
prepaid  plan's  utilization  experience  for  indications  of  possible 
systematic  underutilization  or  other  quality  problems. 

o     Quality  Assurance 

In  addition  to  data  system  functions,  States  operating  PCNs  must  also  have 
in  place  other  mechanisms  and  procedures  to  assure  that  Medicaid  recipients 
have  sufficient  access  to  care  and  that  quality  of  care  is  adequate.  These 
may  include: 
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—  Requiring  prepaid  plans  to  have  formal  internal  quality  assurance 
systems  and  grievance  procedures,  and  reviewing  these  systems  and 
procedures  periodically  to  assure  that  they  are  being  operated 
effectively. 

—  Undertaking  periodic  medical  audits  of  prepaid  plans  by  State  (or 
other  outside)  personnel  to  assure  that  good  practices  are  being 
followed. 

—  Establishing  State-operated  grievance  procedures  or  other  mechan- 
isms recipients  can  use  to  register  a  complaint  or  seek  a  change 
in  primary  care  provider. 

Even  though  the  monitoring  functions  are  similar  to  many  included  in  the 
Surveillance  and  Utilization  Review  Subsystem  (S/URS)  of  a  standard  MM  IS,  the 
effort  involved  in  modifying  existing  systems  to  track  and  report  on  individual 
PCP  utilization  patterns  may  be  the  reason  why  some  States  have  chosen  to  deal 
solely  with  HMOs/PHPs  or  hire  an  HIO  to  run  a  mandatory  PCN  in  a  major  urban 
area.  However,  the  State  must  still  operate  the  enrollment  certification  sys- 
tem, issue  restricted  Medicaid  I.D.  cards,  install  at  least  some  claims  payment 
edits,  and  monitor  overall  operation  of  the  HMO/PHP  or  HIO. 

a.    Data  Systems 

Without  making  an  on-site  visit,  it  is  difficult  to  assess  the  extent  to 
which  operating  PCCM  systems  have  in  place  the  data  systems  necessary  to  carry 
out  all  of  these  functions  effectively.  The  limited  information  available  from 
HCFA  waiver  files  and  related  information  obtained  from  States  does  not  permit  a 
thorough  assessment.  The  partial  information  reported  here,  therefore,  is  more 
suggestive  than  definitive. 

Virtually  all  approved  PCCM  programs  report  that  they  issue  restricted 
Medicaid  I.D.  cards  to  plan  participants  and  that  they  deny  claims  for  services 
that  have  not  been  approved  by  the  PCP.  A  few  specifically  mention  that  PCPs 
receive  monthly  listings  of  their  enrollees,  but  few  other  details  about  enroll- 
ment systems  are  available.  (Anecdotal  remarks  from  prepaid  plan  representatives 
indicate  that  in  Medicaid  dealings  with  HMOs/PHPs  generally—not  specifically 
under  these  waiver  program  s-^high  monthly  turnover,  especially  due  to  loss  of 
Medicaid  eligibility,  and  frequent  uncertainty  about  Medicaid  eligibility  and/or 
plan  enrollment  status  are  commonplace.) 

Utah  represents  an  exception  to  the  virtual  unanimity  regarding  denial  of 
non-P CP-approved  services.  Utah's  PCN  relies  heavily  on  voluntary  compliance 
and  on  recipient  and  provider  education  through  special  staff  called  "Health 
Program  Representatives." 

Systems  for  providing  feedback  to  individual  PCPs/case  managers  seem  to  take 
time  to  develop.  Almost  all  approved  PCCM  waiver  programs  State  an  intent  to 
provide  PCPs  some  information,  although  the  amount  and  type  vary  greatly.  Some 
programs  plan  to  provide  PCPs  with  complete  information  on  all  services  provided 
to  enrolled  patients,  whether  provided  directly  by  the  PCP  or  referred  by  him/her. 
Others  plan  to  issue  only  exception  reports  on  particular  cases  that  deviate 
from  average  norms.  A  few  programs  specifically  mention  summary  reports  compar- 
ing the  PCP's  utilization  and  cost  experience  with  those  of  the  program  generally. 
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It  is  known  that,  whatever  reports  are  planned,  the  systems  needed  to  pro- 
duce them  are  usually  not  in  place  when  the  program  becomes  operational.  Delays 
of  9  months  to  a  year  or  more  in  implementing  these  systems  are  not  uncommon. 

b.  Monitoring/Oversight 

Regarding  State  monitoring  and  oversight,  the  issues  differ  depending  on 
whether  the  program  is  capitated  or  fee-for-service.  If  fee-for-service,  the 
basic  data  needed  for  monitoring  is  captured  through  the  claims  payment  process, 
and  the  computer  programs  needed  to  analyze  it  are  not  unlike  standard  S/URS 
processes.  Hence,  extensive  new  efforts  should  not  be  needed  and,  even  if  the 
more  limited  efforts  required  are  delayed,  no  basic  data  is  lost. 

For  capitated  plans,  data  reporting  requirements  become  a  major  issue.  To 
providers,  one  major  attractive  feature  of  a  capitated  approach  is  reduction  of 
the  paperwork  associated  with  fee-for-service  billing.  Hence,  providers  in 
capitated  systems  tend  to  start  negotiating  from  the  position  that  the  State 
does  not  need  specific  utilization  data  on  Medicaid  enrollees  in  prepaid  plans. 
States  tend  to  start  from  the  position  that  they  need  data  equivalent  to  that 
they  obtain  from  the  fee-for-service  system.  Such  data  would  consist  of  "encoun- 
ter records"  detailing,  for  each  individual  encounter  between  a  Medicaid  enrollee 
and  a  provider,  the  patient's  and  provider's  identities,  the  diagnosis,  and  the 
procedures  performed.  Encounter  records  are  sometimes  called  "pseudo-claims", 
because  they  include  all  the  information  that  would  be  on  a  fee-for-service 
claim  for  payment  except  the  billed  charge.  Some  States  believe  they  need 
utilization  data  from  prepaid  plans  both  to  assess  the  fairness  of  the  capitated 
rate  being  paid  (i.e.,  to  determine  if  the  prepaid  plan  is  experiencing  favorable 
or  adverse  selection)  and  to  monitor  the  plans  for  evidence  of  underutilization 
and/or  denial  of  access. 

This  tension  between  States  and  prepaid  plans  over  utilization  data  has 
apparently  existed  since  States  began  contracting  with  HMOs/PHPs;  it  is  not 
unique  to  section  1915(b)  waiver  programs.  While  HMO/PHP  enrollees  remained 
only  a  small  portion  of  the  Medicaid  population,  States  could  afford  to  yield  a 
bit;  grievance  procedures  and  the  large  fee-for-service  experience  provided 
sufficient  yardsticks  by  which  to  judge  prepaid  plans'  performance.  However,  as 
some  States  use  freedom-of -choice  waivers  to  move  toward  larger  prepaid  enroll- 
ments, at  least  in  major  urban  areas,  direct  utilization  data  from  the  plans  may 
become  more  necessary. 

The  data  issue  may  also  affect  HIO  operations,  although  less  significantly. 
Since  they  operate  as  insurors,  their  own  internal  claims  processing  and  utili- 
zation control  systems  generate  data  directly  analogous  to  that  produced  by 
State  MMIS  systems  for  hospitalization  and  specialists'  services.  Since  PCPs 
are  usually  capitated  for  their  own  services,  however,  there  is  an  issue  regard- 
ing data  on  primary  care  utilization. 

Wisconsin's  contracting  HMOs  are  required  to  submit  batched  encounter  reports 
on  computer  tape  every  quarter.  Michigan's  HMOs  have  never  been  required  to 
submit  encounter  data.  California's  partially  capitated  PCCM  providers  are 
required  to  submit  quarterly  utilization  reports,  but  the  level  of  detail  was 
not  clear  from  available  documents.  Information  on  data  requirements  was  not 
readily  available  for  the  other  PCCM  programs  that  involve  capitation  or  partial 
capitation. 
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c.  Quality  Assurance 


Like  data  systems,  the  real  effectiveness  of  quality  assurance  mechanisms 
cannot  be  assessed  without  a  site  visit.  The  information  available  from  written 
documents  indicates  that  States  operating  strictly  fee-for-service  PCCM  systems 
have,  by  and  large,  decided  that  special  quality  assurance  mechanisms  are  not 
needed.  Because  reimbursement  remains  fee-for-service,  there  are  no  financial 
incentives  to  deny  access  or  fail  to  provide  needed  care.  Therefore,  these 
programs  rely  primarily  on  grievance  procedures  that  allow  recipients  to  com- 
plain directly  to  State  or  local  offices  and  to  request  a  change  of  PCP  if 
differences  cannot  be  reconciled.  Colorado  operates  a  statewide  toll-free 
hotline  for  recipients'  complaints,  and  Utah  has  Health  Program  Representatives 
in  all  local  offices  to  assist  recipients  with  all  aspects  of  its  Choice  of 
Health  Care  Program. 

With  respect  to  prepaid  plans,  federal  Medicaid  regulations  applicable  to 
State  contracts  with  HMOs/PHPs  require  that  the  plans  have  formal  internal 
grievance  procedures  and  quality  assurance  systems.  Regulations  at  42  CFR  434 
Subpart  C  state: 

The  contract  must  provide  for  an  internal  grievance  procedure 
that: 

(a)  Is  approved  in  writing  by  the  agency; 

(b)  Provides  for  prompt  resolution;  and 

(c)  Assures  the  participation  of  individuals  with  authority 
to  require  corrective  action.  [42  CFR  434.32] 

The  contract  must  provide  for  an  internal  quality  assurance 
system  that: 

(a)  Is  consistent  with  the  utilization  control  requirement  of 
Part  453  of  this  chapter; 

(b)  Provides  for  review  by  appropriate  health  professionals 
of  the  process  followed  in  providing  health  services; 

(c)  Provides  for  systematic  data  collection  of  performance 
and  patient  results; 

(d)  Provides  for  interpretation  of  this  data  to  the  practi- 
tioners; and 

(e)  Provides  for  making  needed  changes.  [42  CFR  434.34] 

The  fully  capitated  PCCM  systems  appear  generally  to  be  following  these 
requirements,  although  a  definitive  statement  cannot  be  made  because  the  avail- 
able documents  do  not  explain  the  quality  assurance  systems  in  detail.  The 
partially  capitated  PCCM  systems  vary  more.  Michigan's  Capitated  Ambulatory 
Plan  providers1  and  Oregon's  Physician  Care  Organizations  apparently  must  have 
systems  meeting  the  regulatory  requirements  for  HMOs/PHPs.  California's 
partially  capitated  providers  must  submit  quarterly  utilization  reports  and  are 
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subject  to  periodic  State  review  of  their  utilization  and  quality;  these  reviews 
are  virtually  identical  to  the  State's  reviews  of  fully  capitated  contractors. 
The  University  of  Nevada  Medical  School  program  relies  on  weekly  faculty  review 
of  residents'  work.  All  capitated  PCCM  programs  apparently  are  required  to  have 
internal  grievance  procedures  and  to  tell  recipients  how  to  use  them. 

A  few  of  the  PCCM  programs  plan  to  use  surveys  and  questionnaires  to  assess 
recipient  satisfaction  with  the  PCCM  program.  This  approach  is  specifically 
mentioned  by  Nevada  for  its  Medical  School  program  and  by  Tennessee  for  its 
Maury  County  program.  Michigan  has  an  apparently  unique  approach  to  overall 
monitoring  of  recipient  impact.  The  Physician  Primary  Sponsor  Plan  is  monitored 
by  a  steering  committee  that  includes  members  of  the  State  legislature,  the 
medical  and  osteopathic  societies,  welfare  rights  groups  and  State  staff.  The 
steering  committee  has  contracted  with  the  Michigan  League  for  Human  Services  to 
monitor  implementation  of  the  PPSP  and  its  impact  on  Medicaid  recipients.  The 
League's  periodic  reports  have  focused  primarily  on  enrollment  issues  and  reci- 
pient access  to  services  and  information,  but  in  September  1984  the  League  also 
began  tracking  grievances. 


4.    Summary  of  PCCM  Design  Features 

The  following  statements  summarize  the  design  features  of  the  19  PCCM 
systems  that  States  are  now  operating  under  approved  section  1915(b)  waivers. 

o  Most  PCCM  programs  are  located  in  major  urban  areas,  but  several  are  opera- 
tional in  rural  or  smaller  urban  areas. 

o  The  programs  serve  primarily  the  AFDC  population,  although  about  half  also 
serve  the  non-Medicare  disabled.  Only  a  few  programs  are  open  to  Medicare/ 
Medicaid  dual  eligibles. 

o     Enrollment  is  mandatory  in  roughly  two-thirds  of  the  programs. 

o  Payment  on  a  fee-for-service  basis  is  at  least  at  option  in  nine  of  the 
19  operational  programs  (CO,  CT,  KS,  KY,  MI,  MO,  TN-2,  UT).  In  addition, 
seven  of  these  programs  pay  primary  care  providers  a  monthly  case  management 
fee. 

o  In  seven  of  the  19  operational  programs,  and  in  the  one  approved  program 
still  under  development,  the  State  has  contracted  with  providers/insurors  on 
a  full  capitation  basis,  i.e.,  the  capitation  payment  covers  a  broad  range 
of  primary  and  acute  medical  care  services.  Three  of  these  programs  involve 
prepaid  arrangements  with  health  maintenance  organizations  (HMOs)  or 
community  health  centers  (MO,  PA,  WI),  and  four  involve  health  insuring 
organizations  (HIOs)    (CA,  PA,  TN,  WA). 

o  In  four  of  the  19  operational  programs  (CA,  MI,  NV,  OR),  the  State  has 
contracted  with  clinics  or  physician  groups  on  a  partial  capitation  basis, 
i.e.,  the  capitation  payment  does  not  include  inpatient  hospital  services. 
In  some  of  these  programs,  savings  from  reduced  inpatient  utilization  may  be 
shared  between  the  State  and  the  provider.  The  four  fully  capitated  HIOs 
also  have  established  partial  capitation  arrangements  with  their  primary 
care  providers. 
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o  All  operating  PCCM  systems  issue  restricted  I.D.  cards  to  plan  participants, 
and  all  but  one  deny  claims  for  services  that  have  not  been  approved  by  the 
primary  care  provider. 

o  Systems  to  provide  feedback  to  case  managers  on  utilization  patterns  have 
taken  time  to  develop. 

o  All  operating  programs  rely  on  recipient  grievance  procedures  to  alert 
program  staff  to  quality  problems.  In  addition,  programs  involving  capi- 
tation arrangements  usually  require  the  prepaid  plans  to  have  internal 
quality  assurance  systems  like  those  required  under  federal  Medicaid  regula- 
tions for  standard  HMO  contracts. 


5.   Current  Status 

Since  the  enactment  of  section  2175  of  OBRA,  15  States  have  operated  22  pri- 
mary care  case  management  programs  for  basic  medical  care  under  approved  section 
1915(b)  waivers.   Of  these? 

o     17  programs  in  14  States  (CA-2,  CO,  CT,  KS,  KY,  MI-2,  MO,  NV,  OR,  PA,  TN-2, 
UT,  WA,  WI)  are  still  operating  under  waivers; 

o     3  programs  in  3  States  (NY,  PA,  TN)  are  continuing  to  operate  without  waivers 
under  alternative  statutory  or  regulatory  authorities; 

o     one  program  was  voluntarily  terminated  by  the  State  (KY); 

o     one  program's  non-renewable  waiver  has  expired  (MI-HMO)  and  the  State  has 
not  sought  to  continue  the  program  under  alternative  authorities. 

In  addition,  8  other  PCCM  programs  have  been  approved  for  7  States  (4  of 
which  have  at  least  one  other  PCCM  program  actually  operating).    Of  these? 

o     implementation  of  one  program  in  one  State  (CA)  is  proceeding. 

o     5  programs  in  5  States  (CA,  CO,  NH,  TN,  WI)  were  abandoned  prior  to  imple- 
mentation; 

o     one  program  was  terminated  by  the  State  under  section  1915(b)  but  became 
operational  under  a  section  1115(a)  demonstration  waiver  (MA); 

o     one  program  was  not  implemented  during  the  waiver  period  but  was  subsequently 
implemented  in  slightly  modified  form  under  regular  program  authority  (NC). 
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6.    PCCM  Programs  for  Special  Services  or  Populations 


The  discussion  so  far  has  focused  on  PCCM  systems  that  manage  a  broad  range 
of  acute  medical  care  services  for  a  broadly  defined  eligible  population.  A 
number  of  States  have  requested  waivers  to  establish  case  management  systems  for 
particular  services  or  population  groups  with  particular  conditions.  In  addition 
to  special  programs  for  mental  health  services,  discussed  in  the  following 
section,  waivers  have  been  requested  to  establish  programs  for  prenatal  care  and 
dental  services. 

South  Carolina  has  been  granted  waivers  for  its  "High  Risk  Channeling  Pro- 
ject," a  case  management  program  for  Medicaid-eligible  pregnant  women  and  new- 
borns at  high  risk  for  medical  complications  associated  with  pregnancy,  child- 
birth and  infancy.  Implemented  in  April  1986,  the  project  screens  pregnant 
women  and  newborns  for  risk  and  channels  them  to  the  level  of  care  appropriate 
to  their  situation.  In  addition  to  prenatal  and  intrapartum  care  by  a  Board- 
certified  or  Board-eligible  obstetrician,  special  ancillary  services  are  also 
provided.  Iowa  has  also  requested  waivers  for  a  special  obstetrical  care  pro- 
gram.   Their  initial  request  was  disapproved;  a  second  submission  is  pending. 

Four  States  have  requested  waivers  to  implement  PCCM  systems  for  dental  ser- 
vices. Apparently,  the  required  cost-effectiveness  demonstration  is  difficult 
to  make  for  dental  programs,  because  three  of  these  requests— from  Georgia, 
Hawaii  and  Michigan— have  been  withdrawn  and  not  resubmitted.  Two  of  them 
proposed  capitated  arrangements.  The  one  request  currently  pending,  from 
Oregon,  also  proposes  a  prepaid  arrangement  for  dental  services;  its  chances  of 
approval  appear  good. 

D.    Mental  Health  Programs 

Another  group  of  section  1915(b)  waiver  programs  are  designed  to  coordinate 
the  delivery  of  mental  health  services  to  Medicaid  recipients.  While  elements 
of  both  case  management  and  selective  contracting  are  present  in  these  programs, 
they  are  discussed  together  here  because  the  mental  health  delivery  system  in 
most  States  involves  a  relatively  distinct  set  of  providers,  clients  and  issues. 

Waivers  for  mental  health  services  programs  have  been  sought  and  granted 
under  either  section  1915(b)(l>  or  section  1915(b)(4)  or  both,  depending  upon 
the  particular  design  of  each  program.  It  is  perhaps  worth  noting  that  mental 
health  services  programs  appear  to  be  the  only  example  so  far  of  the  "specialty 
physician  services  arrangements"  (SPSAs)  also  authorized  by  section  1915(b)(1). 
While  a  clear  definition  of  what  constitutes  an  SPSA  was  not  readily  available 
during  the  first  two  years  of  the  section  1915(b)  waiver  authority,  final  regu- 
lations published  in  May  1983  explained  that  SPSAs  differ  from  primary  care  case 
management  programs  in  that  they  allow  States  to  restrict  recipients  to  provi- 
ders of  specialty  physician  services,  regardless  of  whether  the  restriction  is 
part  of  a  case  management  system.  Section  2107  of  the  State  Medicaid  Manual 
provides  some  further  idea  of  what  is  meant  by  specialty  physician  services 
arrangements.  In  describing  an  SPSA,  it  explains  that  a  State  may  restrict  to 
specific  clinics  those  recipients  in  need  of  outpatient  mental  health  services. 
However,  because  they  most  often  propose  to  restrict  the  provision  of  mental 
health  services  to  providers  working  for  or  authorized  by  the  local  mental 
health  clinics  or  boards,  these  programs  may  also  require  waivers  under  section 
1915(b)(4),  which  allows  selective  contracting  with  cost-effective  providers. 
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1.  Overview 


Six  States— California,  Michigan,  New  York,  Ohio,  Utah  and  Wisconsin— have 
submitted  requests  to  establish  mental  health  services  or  substance  abuse  treat- 
ment programs  that  restrict  recipients'  free  choice  of  provider.  Of  these,  the 
Michigan,  Utah  and  Wisconsin  programs  have  been  approved  by  HCFA  and  implemented; 
Ohio's  request  is  still  pending,  and  the  New  York  and  California  requests  have 
been  withdrawn.  Michigan's  and  Wisconsin's  waivers  were  granted  under  the  dual 
authorities  of  subsections  1915(b)(1)  and  (4),  while  Utah  requested  and  received 
and  approval  only  under  section  1915(b)(4).  Ohio's  request  cites  both  subsec- 
tions and  also  references  section  1915(b)(3),  the  authority  for  sharing  savings 
with  recipients. 

The  programs  in  Michigan,  and  Wisconsin  require  that  Medicaid  recipients  in 
need  of  mental  health  services  access  these  services  through  county-operated 
mental  health  clinics  or  boards.  Under  the  Utah  program,  individuals  seeking 
the  services  covered  under  that  State's  selective  contracting  program  must  be 
screened  by  the  appropriate  agency.  Community  mental  health  centers,  as  well  as 
a  number  of  Utah  State  agencies,  carry  out  this  responsibility  for  different 
population  groups.  A  central  office  coordinates  the  activities  of  these  agen- 
cies. In  all  three  approved  programs,  the  clinics,  boards  or  agencies  are 
responsible  for  the  assessment  of  patient  needs,  the  provision  or  authorization 
of  necessary  services,  and  the  case  management  of  individual  recipients'  care. 

The  remainder  of  this  section  focuses  on  the  three  approved  programs: 
Michigan's  "Primary  Mental  Health  Clinic  Sponsor  Program,"  Utah's  "Clinic 
Services  Prepaid  Health  Plan,"  and  Wisconsin's  "County  Mental  Health  Services 
Gatekeeper  Plan."  The  discussion  includes?  eligibility  and  enrollment,  case 
management  arrangements,  and  services  provided.  (Information  on  how  these 
programs  operate  was  current  as  of  late  1984.  Only  waiver  status  information 
has  been  updated  since  that  time.) 

2.    Eligibility  and  Enrollment 

All  three  programs  operate  statewide,  with  the  exception  of  one  rural 
county  which  does  not  participate  in  Michigan's  program.  Eligibility  and 
enrollment  data  for  the  programs  are  presented  in  Table  II-8. 

In  contrast  to  the  PCCM  programs,  which  target  program  participation  to 
certain  categorical  groups  such  as  the  AFDC  population,  the  mental  health  pro- 
grams do  not  target  any  specific  categorical  populations.  Instead,  in  Michigan, 
all  Medicaid  recipients  in  need  of  mental  health  services  are  channelled  through 
the  State's  program.  This  population  includes  developmentally  disabled  or 
chronically  mentally  ill  individuals  requiring  rehabilitation  training  or  social- 
ization activities  through  day  treatment  programs.  Utah's  program  is  designed 
for  several  different  population  groups:  the  mentally  ill,  the  developmentally 
disabled,  the  functionally  impaired,  and  substance  abusers.  In  Wisconsin,  all 
Medicaid  recipients  in  need  of  outpatient  mental  health  services  as  well  as 
those  in  age  groups  eligible  for  Medicaid  coverage  of  inpatient  mental  health 
services  must  go  through  the  State's  Gatekeeper  Plan. 

Approximately  40,000  individuals  in  Michigan  and  16,000-20,000  persons  in 
Wisconsin  are  estimated  to  require  such  care  each  year  and,  therefore,  are  ex- 
pected to  be  enrolled  in  these  programs.    About  3,500  individuals  were  assessed 
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during  the  first  year  of  Utah's  program.  Of  these,  two-thirds  were  screened  by 
community  mental  health  centers.  These  figures  represent  approximately  Z%  to  6% 
of  each  State's  total  Medicaid  population. 


3.    Case  Management  Arrangements 

In  the  Michigan  and  Wisconsin  programs,  county  mental  health  boards  are  the 
entities  through  which  Medicaid  recipients  requiring  mental  health  services  are 
channelled,  while  in  Utah  this  function  is  carried  out  by  various  State  agencies 
or  community  mental  health  clinics.  After  patients  have  been  assessed,  needed 
services  covered  under  these  mental  health  programs  are  either  provided  directly 
by  the  county  mental  health  boards  (in  Michigan  and  Wisconsin)  or  State  agencies 
(in  Utah)  or  by  other  providers  that  have  been  awarded  contracts  through  a 
competitive  bid  process. 


4.  Services  Provided 

The  service  packages  included  under  these  programs  differ  somewhat  across 
the  three  States.  Under  the  Michigan  program,  services  are  bundled  under  two 
separate  "clinic  service"  packages:  an  outpatient  clinic  services  package  and  a 
day  treatment  program.  The  outpatient  clinic  services  package,  which  is  geared 
toward  the  mentally  ill,  provides  an  individualized  set  of  services  aimed  at 
stabilizing  a  recipient  within  a  short  period  of  time,  usually  2-3  months.  The 
services  which  may  be  included  under  this  package  include:  initial  diagnostic 
and  evaluation  interview,  crisis  intervention,  therapeutic  counseling  (indivi- 
dual, group,  family,  or  child),  medication  review  and  case  management. 

Michigan's  second  package,  its  day  treatment  program,  provides  for  groups  of 
recipients  to  meet  regularly,  3-5  times  per  week,  to  participate  in  socializa- 
tion activities  and  rehabilitation  training.  It  is  geared  toward  the  developmen 
tally  disabled  or  chronically  ill  who  live  with  their  families  or  in  supervised 
residential  settings.  Most  people  are  expected  to  remain  in  this  program  for  an 
extended  period  of  time,  often  3  to  4  years.  Day  treatment  includes  interdisci- 
plinary diagnostic  and  evaluation  services,  rehabilitation/habilitation  treatment 
services,  psychological/behavioral  treatment  services  or  a  combination  of  the 
above,  plus  transportation  and  case  management.  Vocational/pre-vocational 
training,  education  services  and  non-goal-oriented  socialization  or  recreation 
services  may  be  included  in  this  service  package,  but  are  not  reimbursable  by 
Medicaid. 

The  services  covered  under  Utah's  Clinic  Services  Prepaid  Health  Plan  include 
the  following:  mental  health  clinic  services;  day  treatment  services,  limited  to 
habilitation  and  rehabilitation;  personal  care  services;  assessment  and  case 
management  services;  psychologists'  services;  and  transportation  services. 

Under  the  Wisconsin  program,  the  local  health  boards  are  responsible  for  the 
provision  of:  collaborative  and  cooperative  services  with  public  health  and 
other  groups  for  programs  of  prevention;  comprehensive  diagnostic  and  evaluation 
services  including  initial  assessment;  and  inpatient/outpatient  care  and  treat- 
ment, residential  facilities,  partial  hospitalization,  precare,  aftercare,  emer- 
gency care,  rehabilitation  and  habilitation  services,  and  supportive  transitional 
services.     Also,  the  boards  provide  professional  consultation,  public  informa- 
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tional  and  educational  services,  and  related  research  and  staff  in-service  train- 
ing. They  evaluate  program  needs  of  persons  suffering  from  mental  disabilities 
and  are  involved  in  the  continuous  planning,  development,  and  evaluation  of 
programs.  Approximately  one-half  of  the  county  boards  in  Wisconsin  provide  some 
type  of  mental  health  care  services  such  as  psychiatric  hospitals,  alcohol 
treatment  centers,  or  drug  abuse  clinics.  The  other  half  coordinate  services 
provided  by  other  professionals  for  Medicaid  recipients. 

In  addition  to  the  brief  summaries  of  these  section  1915(b)  mental  health 
programs  contained  in  Appendix  A,  more  detailed  descriptions  of  the  three 
approved  programs,  current  as  of  late  1984,  are  provided  in  Appendix  B.  As  of 
late  1986,  Michigan's  waiver  has  expired,  but  the  program  has  been  able  to 
continue  operating  without  waivers.  Utah's  waiver  has  also  expired;  it  is  not 
known  whether  the  program  has  continued  to  operate  in  any  form.  Wisconsin's 
waiver  has  been  renewed  once;  a  second  renewal  request  is  pending. 


E.    Selective  Contracting  Programs 

The  third  group  of  section  1915(b)  waiver  programs  is  the  "selective  con- 
tracting" programs,  under  which  States  contract  for  the  provision  of  Medicaid 
services  only  with  entities  found  to  be  efficient  and  cost-effective.  Waivers 
for  selective  contracting  programs  are  authorized  under  the  new  section  1915(b)(4) 
of  the  Social  Security  Act.  As  noted  earlier,  this  authority  also  serves,  in 
whole  or  in  part,  as  the  basis  for  establishing  certain  of  the  primary  care  case 
management  or  mental  health  programs  described  earlier. 

With  waivers  granted  under  the  authority  of  section  1915(b)(4),  States  may 
restrict  Medicaid  recipients'  choice  of  providers  to  those  who:  1)  demonstrate 
effectiveness  and  efficiency  in  providing  their  services,  2)  undertake  to  pro- 
vide the  covered  care  or  medical  services  needed,  and  3)  comply  with  Medicaid 
State  plan  standards  for  reimbursement,  quality,  and  utilization.  States  can 
receive  these  waivers  only  if  their  State  plan  standards  are  "consistent  with 
access,  quality,  and  efficient  and  economic  provision  of  covered  services;"  and 
if  the  restrictions  they  impose  "do  not  discriminate  among  classes  of  providers 
on  grounds  unrelated  to  their  demonstrated  effectiveness  and  efficiency  in  pro- 
viding those  services."  Restrictions  imposed  under  this  authority  cannot  apply 
to  services  provided  in  emergency  circumstances.    [42  CFR  431.55(f)(1)] 

As  illustrated  earlier  in  Table  II-3,  11  States  have  requested  section  1915(b)(4) 
waivers  to  establish  a  total  of  16  non-PCCM,  non-mental  health  selective  con- 
tracting programs.  Of  these,  seven  programs  have  been  approved  by  HCFA  (Califor- 
nia, Illinois,  Kentucky,  New  York,  Ohio,  Utah  and  Washington),  but  three  were 
never  implemented  (KY,  NY,  UT). 

The  selective  contracting  programs  that  States  have  sought  to  establish  each 
focus  on  a  particular  type  or  class  of  service.  Of  the  four  implemented  programs, 
the  largest  two— California  and  Illinois — involve  inpatient  hospital  services. 
Ohio  contracts  selectively  for  home-  and  community-based  long  term  care  services; 
and  Washington  purchased  pharmacy  services  for  nursing  home  residents.  The  full 
range  of  services  for  which  States  have  requested  selective  contracting  waivers 
(not  all  were  approved)  is  as  follows: 
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Inpatient  hospital  services:    6  States  (CA,  IL,  KY-2,  NE,  OR,  UT) 
Pharmacy  services:    3  States  (NV,  OR,  WA) 

Home  health  and/or  community  care  services:    2  States  (CA,  OH,  UT) 
Transportation  services:    2  States  (NY,  OR) 
Organ  transplants:    1  State  (MD) 

The  discussion  which  follows  focuses  on  each  of  these  services  in  turn.  The 
size  of  the  programs  varies  greatly,  ranging  from  the  relatively  small  Washing- 
ton capitated  drug  program  in  which  only  about  635  long-term  care  residents  were 
involved  to  California's  selective  contracting  program  for  inpatient  hospital 
services  which  determines  where  2.5  million  Medicaid  recipients  will  receive 
their  hospital  care. 

l.  inpatient  Hospital  services 

Of  all  the  selective  contracting  programs  authorized  under  section  1915(b)(4), 
certainly  the  largest  and  best  known  is  the  State  of  California's  selective 
contracting  program  for  inpatient  hospital  services.  Under  this  program,  which 
began  in  July  1982,  the  State  contracts  with  certain  hospitals  to  provide  inpa- 
tient hospital  care  to  Medi-Cal  (Medicaid)  recipients  in  most  geographic  areas. 
With  few  exceptions,  hospitals  not  receiving  contracts  do  not  receive  Medicaid 
reimbursement  for  non-emergency  admissions.  To  get  the  program  moving  quickly 
in  its  first  year,  a  special  hospital  negotiator  was  appointed  in  the  Governor's 
office— not  in  the  Medicaid  agency— to  negotiate  rates  and  contracts  with  the 
hospitals.  For  subsequent  years,  responsibilities  of  this  special  negotiator 
have  been  assumed  by  the  California  Medical  Assistance  Commission,  which  also  is 
separate  from  the  official  Medicaid  agency. 

The  number  of  recipients  affected  by  the  California  hospital  contracting 
program  is  substantial.  By  December  1983,  about  90%  of  the  State's  Medicaid 
population — approximately  2.5  million  individuals — were  required  to  receive 
inpatient  care  through  hospitals  participating  in  the  selective  contracting 
program.  Much  more  detailed  evaluative  information  on  the  impact  of  the 
California  program  is  available  in  a  separate  report  in  HCFA's  Medicaid  Program 
Evaluation  series. 

The  Illinois  program,  called  "ICARE"  for  Illinois  Competitive  Access  and 
Reimbursement  Equity  Program,  was  enacted  in  1984  and  federal  waivers  were 
approved  in  March  1985.  Illinois  consciously  sought  to  learn  from  and  build  on 
California's  initial  success  in  hospital  contracting,  but  its  program  includes  a 
few  unique  elements.  In  particular,  the  State  was  concerned  that  an  excessive 
amount  of  Medicaid  hospital  care  was  being  provided  in  high  cost  facilities. 
Thus,  hospitals  were  awarded  contracts  to  provide  a  specific  number  of  patient 
days.  Although  very  few  hospitals  that  previously  provided  care  to  Medicaid 
recipients  were  not  awarded  contracts,  many  hospitals  were  awarded  contracts  to 
provide  a  total  of  Medicaid  patient  days  that  was  substantially  above  or  below 
the  number  they  provided  prior  to  the  contracting  process.  Illinois  hopes  to 
achieve  savings  by  shifting  Medicaid  utilization  to  lower  cost  providers.  (Sub- 
sequent to  the  program's  implementation  in  the  Chicago  area,  the  State  let  a 
supplementary  contract  for  additional  specialty  care  days  in  that  area.) 

Illinois  began  phasing  in  the  ICARE  Program  with  hospitals  in  the  Chicago 
area.  Contract  negotiations  were  begun  in  December  1984,  with  the  first  contracts 
effective  June  1985.    Negotiations  were  subsequently  completed  in  other  areas 
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of  the  State  and  have  resulted  in  Illinois  signing  contracts  with  hospitals  in 
Indiana,  Missouri  and  Wisconsin,  as  well  as  in  Illinois.  A  number  of  rural  areas 
will  not  be  included  in  the  selective  contracting  program  because  of  their  small 
population  size  and  the  lack  of  a  sufficient  number  of  hospitals  to  foster  com- 
petition for  Medicaid  contracts.  Nevertheless,  the  program  affects  the  vast 
majority  of  Medicaid  recipients  in  the  State.  Illinois  believes  the  program  has 
been  successful  and  is  seeking  renewal  of  its  waivers  under  section  1915(b)(4). 

The  two  other  approved  selective  contracting  programs  for  inpatient  hospital 
services  were  never  implemented.  Utah  had  submitted  a  request  to  establish  a 
program  similar  to  California's,  and  received  approval  in  March  1983.  After 
discussions  with  the  state  hospital  association,  however,  Utah  instead  imple- 
mented a  new  Medicaid  inpatient  hospital  prospective  payment  system  based  upon 
diagnosis-related  groups  (DRGs).  In  establishing  its  program,  the  State  decided 
to  utilize  the  weights  assigned  to  each  DRG  under  the  Medicare  prospective  pay 
ment  program  rather  than  develop  its  own  state-specific  weights  for  establishing 
rates. 

Kentucky  also  sought  waivers  to  contract  selectively  for  inpatient  hospital 
care.  It  submitted  two  requests.  The  first,  submitted  in  June  1983  and  approved 
on  December  30,  1984,  provided  the  State  with  the  authority  to  establish  what 
was  referred  to  as  a  "preferred  provider  arrangement"  in  Fayette  County.  Under 
this  arrangement,  the  State  would  contract  only  with  those  hospitals  that  agreed 
to  accept  as  Medicaid  reimbursement  either  a  "maximum  allowable  reimbursement 
rate"  (MARR),  which  would  be  equal  to  the  average  of  the  three  lowest  FY  1983 
Medicaid  rates  paid  to  Fayette  County  hospitals,  or  the  average  of  the  three 
lowest  bids  received  from  these  hospitals  in  response  to  a  request  for  proposals 
that  the  State  would  disseminate. 

A  second  waiver  proposal,  submitted  by  Kentucky  on  October  12,  1983,  sought 
to  expand  the  Fayette  County  proposal  to  five  other  counties  within  the  State. 
However,  before  HCFA  could  act  on  this  request,  the  State  withdrew  both  the  new 
request  and  the  approved  Fayette  County  request.  While  no  reason  was  cited  for 
the  withdrawals,  they  occurred  at  the  same  time  that  the  State  announced  it  would 
discontinue  operation  of  its  Citicare  primary  care  case  management  program. 

More  recently,  both  Nebraska  and  Oregon  have  submitted  requests  to  implement 
selective  contracting  programs  for  inpatient  hospital  services.  The  Oregon 
request  was  submitted  in  January  1986,  but  the  State  has  not  yet  responded  to 
HCFA's  April  1986  request  for  additional  information.  The  Nebraska  request  is 
very  recent,  having  been  submitted  in  early  December  1986.  Both  requests  are 
pending. 


2.    Pharmacy  Services 

Three  States  have  submitted  waiver  requests  to  contract  selectively  for 
pharmacy  services.  In  September  1982,  the  State  of  Washington  received  approval 
to  implement  a  prepaid,  capitated  prescription  program  for  Medicaid  recipients 
residing  in  selected  long-term  care  facilities.  The  program  was  specifically 
targetted  to  those  pharmacies  in  five  selected  counties  that  served  primarily 
nursing  homes 'and  already  had  a  substantial  market  share  (90%+)  of  a  nursing 
home's  prescription  drug  business.  Six  pharmacies,  serving  55  nursing  homes, 
agreed  to  participate  in  the  program  when  approached  by  the  State.    However,  due 
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to  a  delayed  implementation  date,  only  two  pharmacies,  serving  eight  nursing 
homes  and  an  average  of  635  Medicaid  recipients  per  month,  actually  signed 
contractual  agreements  with  the  State.  These  pharmacies  were  the  sole  sources 
for  prescription  drugs  for  the  eight  nursing  homes  from  July  1983  through  June 
1985,  when  the  waivers  expired.  The  State  did  not  seek  to  renew  the  waivers, 
and  the  program  has  been  terminated. 

The  pharmacies  participating  in  the  Washington  selective  contracting  program 
were  paid  a  nursing  home-specific  capitated  rate  for  the  dispensing  fee  portion 
of  the  prescription  drug  cost.  The  rates  developed  were  based  on  the  historical 
utilization  patterns  of  each  nursing  home  and  the  number  of  expected  Medicaid 
patient  days  per  month. 

Nevada  submitted  a  waiver  request  to  use  a  competitive  bid  process  to  select 
providers  for  outpatient  and  nursing  home  prescriptions.  The  program  would  have 
begun  in  Las  Vegas  and  later  been  expanded  to  the  Reno  area.  The  proposal  was 
vigorously  opposed  by  the  pharmaceutical  industry  and  was  eventually  withdrawn 
by  the  State.  In  February  1986,  Oregon  also  submitted  a  waiver  request  related 
to  selective  contracting  for  prescription  drugs  but  withdrew  it  a  few  months 
later. 


3.  Home  Health  and  Community  Care  Services 

Ohio,  Utah  and  California  have  submitted  waiver  requests  to  contract  selec- 
tively for  home  health  services  and/or  community-based  care.  Ohio's  section 
1915(b)  waiver  request  was  a  companion  to  a  waiver  request  submitted  by  the 
State  and  subsequently  approved  by  HCFA  under  the  authority  of  section  2176  of 
P.L.  97-35.  The  latter  request  established  the  "Passport"  program,  a  home-and 
community-based  services  program  that  provides  an  expanded  array  of  non-institu- 
tional services  to  individuals  at  risk  of  entering  a  nursing  home.  The  section 
1915(b)(4)  waiver  initially  allowed  the  State  to  contract  selectively  with  cost- 
effective  entities  to  provide  care  under  the  Passport  program.  The  services 
provided  under  the  program,  which  are  competitively  bid,  include:  home  health 
aide  services;  homemaker,  personal  care  and  housekeeping  services;  respite  care; 
home-delivered  meals;  nursing  care;  physical,  occupational  and  speech  therapy; 
adult  day  care;  and  transportation  services.  The  program  operated  under  waivers 
from  July  1984  through  June  1986,  at  which  time  it  was  determined  that  section 
1915(b)  waivers  were  not  necessary  to  permit  the  type  of  contracting  arrange- 
ments the  State  was  using.  The  program  has  continued  under  section  1915(c) 
hone-  and  community-based  care  waivers. 

In  contrast  to  Ohio's  long  list  of  services,  Utah's  waiver  application 
requested  a  section  1915(b)(4)  waiver  to  allow  the  State  to  contract  selectively 
with  home  health  agencies.  The  criteria  for  selecting  agencies  to  participate 
would  include  the  ability  to  render  quality  care,  sufficient  capacity,  an  agree- 
ment to  comply  with  utilization  control  requirements,  and  the  willingness  to 
accept  a  rate  negotiated  with  the  State  as  payment  in  full  for  Medicaid  reci- 
pients. Once  an  area  of  the  State  had  sufficient  participation  of  home  health 
agencies  to  ensure  adequate  access,  the  State  planned  to  move  to  a  capitated 
reimbursement  approach  or  some  other  form  of  at-risk  payment  to  the  agencies. 
However,  Utah's  request  was  withdrawn  about  six  months  after  it  was  submitted. 
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Finally,  California  also  requested  a  selective  contracting  waiver  in  connec- 
tion with  an  approved  section  2176  home-  and  community-based  care  waiver.  The 
request  is  technically  still  pending,  but  the  State  has  not  responded  to  HCFA's 
May  1985  request  for  additional  information  and  is  clearly  not  pursuing  the 
waiver  at  this  time. 


4.  Other  Services 

Transportation  is  another  category  of  service  for  which  States  have  sought 
selective  contracting  waivers.  In  September  1984,  New  York  State  received 
approval  to  implement  a  program  under  which  New  York  City  Medicaid  recipients 
would  be  restricted  to  the  most  cost-effective  ambulette  (wheelchair  van)  and 
livery  (curb-to-curb  taxi  service  for  the  disabled)  providers  through  a  competi- 
tive bid  process  set  up  on  a  facility-specific  basis.  New  York  City's  ambulette 
and  livery  services  are  arranged  directly  by  the  medical  facility  through  which 
the  recipient  receives  care.  Any  facility— such  as  a  hospital  or  clinic — that 
accounted  for  3,000  or  more  ambulette  client  trips  per  year  was  to  be  required 
to  participate  in  the  program.  Under  the  program,  reimbursement  would  be  based 
on  facility-specific  rates  that  resulted  from  the  submission  of  competitive 
bids.  However,  the  program  was  never  implemented  and  the  waiver  approval  has 
expired. 

In  March  1986,  Oregon  requested  waivers  to  implement  a  selective  contracting 
program  for  non-emergency  Medicaid  transportation  services.  The  State  has  not 
yet  responded  to  HCFA's  June  1986  request  for  additional  information,  and  the 
request  is  still  pending. 

The  last  type  of  service  for  which  a  State  has  sought  selective  contracting 
waivers  is  organ  transplantation.  Maryland  submitted  such  a  request  in  Octo- 
ber 1984  but  never  responded  to  HCFA's  January  1985  request  for  additional 
information. 


The  following  chapters  of  this  report  deal  with  exceptions  to  the  general 
freedom-of-choice  requirement  -  that  are  permitted  without  formal  waivers  under 
the  authority  of  section  1915(a)  of  the  Social  Security  Act:  volume  purchasing, 
recipient  lock-in  programs,  and  provider  lock-out  programs. 
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m.    VOLUME  PURCHASING  OF  GOODS  AND  SERVICES 
WITHIN  STATE  MEDIC  ADD  PROGRAMS 


A.  Introduction 

P.L.  97-35,  the  Omnibus  Budget  Reconciliation  Act  of  1981  (OBRA),  added  to 
the  Medicaid  statute  a  new  section  1915(a)(1)(B),  which  makes  it  clear  that  a 
State  may  arrange  "through  a  competitive  bidding  process  or  otherwise"  for  the 
purchase  of  laboratory  services  or  medical  devices.  In  the  years  prior  to 
enactment  of  OBRA,  the  federal  government  had  indicated  that  such  contracted 
arrangements  were  permissible  for  medical  devices,  and  some  States  had  imple- 
mented them.  But,  until  OBRA,  the  federal  government's  position  was  that 
contract,  or  volume,  purchasing  of  laboratory  services  would  violate  the  freedom 
of  choice  provision  of  the  law.  P.L.  97-35  thus  created  a  new  authority  for 
such  purchasing  arrangements  for  laboratory  services. 

This  chapter  will  describe  State  activities  in  regard  to  volume  purchasing 
arrangements  for  all  allowed  goods  and  services,  with  a  special  emphasis  on  the 
newly  authorized  area  of  laboratory  services. 

In  this  report,  all  such  purchasing  arrangements  will  be  referred  to  as 
"volume  purchasing."  Volume  purchasing  is  only  one  of  a  number  of  terms  used  to 
identify  similar  approaches  under  which  State  Medicaid  programs  selectively 
arrange  for  purchase  of  certain  goods  and  services.  Among  the  other  terms  used 
are  contract  purchasing,  bulk  purchasing  and  centralized  purchasing.  Com- 
petitive bidding  refers  to  the  process  most  often  used  to  select  contractors. 


B.    Federal  Requirements  Concerning  Volume  Purchasing 

Prior  to  the  passage  of  OBRA,  the  section  of  the  federal  Medicaid  statute 
referred  to  most  often  in  discussions  of  the  allowability  of  volume  purchasing 
was  section  was  1902(a)(23),  the  "freedom  of  choice"  provision,  codified  in 
regulations  at  42  CFR  431.51.  This  provision  guarantees  Medicaid  recipients  the 
right  to  obtain  services  from  any  qualified  providers  they  choose. 

In  a  1978  Information  Memorandum,  the  Health  Care  Financing  Administration 
(HCFA)  took  the  position  "that  centralized  purchasing  is  permitted  as  long  as 
the  State  agency's  action  does  not  deny  any  choices  which  recipients  now  have." 
HCFA  then  interpreted  the  statute  to  permit: 

.  .  .  Medicaid  recipients  to  choose  freely  among  qualified 
providers,  but  it  does  not  permit  the  Medicaid  recipient  to 
have  any  voice  in  the  provider's  choice  of  suppliers.  Thus, 
Medicaid  recipients  will  not  be  disadvantaged  by  centralized 
purchasing.  The  State  will  merely  substitute  its  determina- 
tion concerning  choice  of  suppliers  for  the  individualized 
determination  of  the  providers.  [1] 

HCFA  further  clarified  its  interpretation  by  indicating  that: 

< 

.  .  .  the  State  is  free  to  require  in  its  provider  agreement 
that  opticians,  optometrists  or  pharmacists  obtain  their  drugs, 
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lenses,  or  frames  from  designated  suppliers  which  have  already 
agreed  with  the  State  to  furnish  such  supplies  for  a  specified 
(presumably  low)  price.  [2] 

In  an  attempt  to  strengthen  its  position  on  volume  purchasing,  perhaps  in 
response  to  a  General  Accounting  Office  report  suggesting  significant  cost- 
saving  potential  in  contracting  for  certain  supplies  and  services,  [3]  HCFA 
published  proposed  regulations  in  the  May  25,  1979,  Federal  Register.  These 
would  have  added  (at  42  CFR  447.355)  a  new  provision  requiring  State  agencies  to 
reimburse  for  eyeglasses  and  hearing  aids  either  on  an  acquisition  cost  basis, 
under  a  volume  purchase  plan,  or  through  a  combination  of  both.  [4]  This 
proposed  rule  was  never  finalized,  although  a  number  of  States  did  in  fact 
initiate  volume  purchasing  of  eyeglasses. 

In  contrast  to  its  position  on  volume  purchasing  of  eyeglasses,  the  federal 
government,  prior  to  OBRA,  viewed  volume  purchasing  of  independent  laboratory 
services  as  a  violation  of  the  freedom  of  choice  provision.  The  major  legal 
test  arose  in  1975,  when  New  York  State  attempted  to  implement  such  a  program  in 
New  York  City.  After  completing  a  competitive  bidding  process  and  awarding  sole 
rights  for  the  provision  of  lab  services  to  one  vendor  in  each  borough,  the  State 
was  taken  to  court  by  a  group  of  seven  other  vendors.  [5]  HCFA's  predecessor 
agency,  the  Social  and  Rehabilitation  Service,  entered  the  case  as  a  friend  of 
the  court,  siding  with  the  plaintiffs  and  stating  that  the  New  York  proposal 
violated  Medicaid's  freedom  of  choice  requirement.  The  U.S.  District  Court 
placed  a  preliminary  injunction  on  the  lab  services  contracting  program,  prohib- 
iting implementation  in  all  but  one  borough,  Queens.  New  York  was  given  permis- 
sion to  conduct  a  pilot  project  there,  an  option  which  it  declined.  [6]  The 
State  also  declined  further  court  action  and  dropped  the  volume  purchase  program 
entirely. 

Section  2175  of  OBRA,  however,  amended  the  federal  government's  policy  on 
volume  purchasing  of  lab  and  x-ray  services  and  clarified  its  policy  on  volume 
purchasing  of  certain  other  items.  It  added  a  new  section  1915(a)  to  the  Medicaid 
statute  which  explicitly  stipulates  that  a  State  will  not  be  found  out  of 
compliance  with  the  statutory  requirements  for  statewideness,  comparability  of 
services,  and/or  freedom  of  choice  solely  by  reason  of  entering  into  "arrange- 
ments through  a  competitive  bidding  process  or  otherwise  for  the  purchase  of  the 
laboratory  services  referred  to -in  section  1905(a)(3)  or  of  medical  devices  .  .  [7] 

This  definition  of  laboratory  services  (basically  repeated  in  the  interim 
final  regulations,  issued  on  October  1,  1981,  which  referred  again  to  section 
1905(a)(3),  as  well  as  to  regulations  at  42  CFR  440.30)  included  both  laboratory 
and  radiological  services,  and  did  not  apply  to  hospital  outpatient  department 
or  clinic  labs.  Final  rules  have  since  been  issued,  effective  June  22,  1983, 
which  do  include  hospital  laboratories  under  certain  circumstances: 

Laboratory  services  purchased  under  such  arrangements  are 
provided  through  independent  laboratories,  hospital  labora- 
tories (in--  or  out-patient)  that  provide  services  for  non- 
hospital  patients,  and  physician  laboratories  that  process  at 
least  100  specimens  during  any  calendar  year  from  other  physi- 
cians. [42  CFR  431.54(d)(1)] 
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The  final  regulations  further  require  that  labs  meet  certain  criteria  to  be 
eligible  for  volume  purchasing  arrangements: 

These  laboratories  must  meet  the  requirements  of  Part  405, 
Subpart  J  or  Part  405,  Subpart  M  of  this  chapter  [Medicare 
requirements].  Laboratories  requiring  an  interstate  license 
under  42  CFR  Part  74  must  be  licensed  by  HCFA  or  receive  an 
exemption  from  the  licensing  requirement  by  the  College  of 
American  Pathologists.  (Hospital  and  physician  laboratories 
may  participate  in  competitive  bidding  only  with  regard  to 
services  to  non-hospital  patients  and  other  physicians' 
patients,  respectively.)  [42  CFR  431.54(d)(1)] 

Any  laboratory  from  which  a  State  purchases  services  under  this 
section  has  no  more  than  75  percent  of  its  charges  based  on 
services  to  beneficiaries  or  recipients  of  Medicaid  or  Medi- 
care. [42  CFR  431.54(d)(2)] 

The  final  regulations  codified  at  42  CFR  431.54(d)  explicitly  permit  volume 
purchasing  arrangements  for  x-ray  procedures. 

Both  P.L.  97-35  and  the  regulations  use  the  term  "medical  devices."  The 
preamble  to  the  interim  final  regulations  States  that,  "Medical  devices  means 
items  such  as  durable  medical  equipment,  home  health  appliances,  eyeglasses, 
hearing  aids,  or  prosthetics  .  .  ."  HCFA  staff  have  indicated  that  this  list  of 
items  is  for  illustrative  purposes  only  and  does  not  prohibit  volume  purchase  of 
other  items  which  a  State  may  include  in  its  Medicaid  coverage. 

It  should  be  noted  that  P.L.  97-35  does  not  limit  the  selection  of  contrac- 
tors to  the  competitive  bidding  process.  The  phrase  "competitive  bidding  or 
otherwise"  allows  much  greater  flexibility  for  States,  who  may  find  it  desirable 
or  necessary  to  use  negotiation  in  some  cases. 

P.L.  97-35  requires  that  a  State  file  a  report  on  its  volume  purchasing  plan 
with  its  regional  HCFA  office  and  that  the  plan  be  approved  by  HCFA  prior  to 
implementation.  The  October  1981  interim  final  regulations  specified  that  the 
report  must  describe  the  volume  purchasing  program  and  how  the  program  meets  the 
statutory  requirements  for  an  exception  to  the  freedom  of  choice  provision;  that 
is,  how  the  State  would  assure  that  adequate  services  or  devices  would  be 
available  to  beneficiaries,  and,  in  the  case  of  lab  services,  how  it  would 
fulfill  the  laboratory  service  requirements.  The  June  1983  final  regulations 
have  simplified  the  reporting  requirements.  Now  States  need  only  submit  a 
report  making  assurances  that  the  requirements  will  be  met. 

As  noted  earlier  (see  page  6),  a  1978  HCFA  Information  Memorandum  indicated 
that  States  could  obtain  drugs  through  centralized  purchasing  (although  none 
chose  to  do  so).  However,  OBRA  appeared  to  reverse  this  policy.  The  House  of 
Representatives'  version  of  the  bill  included  drugs  along  with  lab  and  x-ray 
services  and  medical  devices  in  the  list  of  goods  and  services  for  which  volume 
purchasing  programs  could  now  be  implemented  under  the  authority  of  section 
1915(a).  But  in  developing  the  final  version  of  OBRA,  the  House  and  Senate 
conferees  reached  an  agreement  which,  according  to  the  Conference  Report, 
"eliminates  drugs  from  the  services  which  can  be  provided  under  these  competitive 
bidding  arrangements."    The  Conference  Report  then  proceeds  to  refer  the  reader 
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to  a  later  discussion  on  drugs  in  section  1915(b).  This  section  indicates  those 
instances  where  federal  waivers  of  State  plan  requirements  may  be  granted  to 
allow  restrictions  to  be  placed  on  the  selection  of  providers,  and  specifically 
includes  drugs.  In  its  reference  to  "drugs,"  however,  this  passage  might  be 
construed  to  relate  to  the  dispensing  services  of  pharmacists  rather  than  to 
pharmaceutical  products  themselves— which  suggests  that  perhaps  drugs  can  be 
contract  purchased  without  a  waiver.  HCFA  clarified  this  issue  in  the  Supplemen- 
tary Information  to  the  May  1983  final  regulations,  indicating  that  drugs  can  be 
competitively  purchased  only  if  a  freedom   of  choice  waiver  is  obtained: 

Competitive  bidding  is  limited  to  laboratory  and  X-ray  services 
and  medical  devices.  However,  as  indicated  in  H.R.  Report 
No.  97-208,  pp.  963-964,  competitive  bidding  for  drugs  is 
permissible  under  the  waiver  provisions  of  section  431.55(f).  [8] 

As  noted  in  the  previous  chapter,  the  provisions  of  section  1915(b),  added 
by  P.L.  97-35,  substantially  expanded  the  options  open  to  States  to  seek  and 
receive  federal  waivers  of  certain  State  plan  requirements.  Such  waivers  can 
be  used  to  implement  volume  purchasing  of  or  selective  contracting  for  specific 
services. 


c.  state  Volume  Purchasing  Programs 

Volume  purchasing  of  goods  and  services  is  of  growing  interest  to  State 
Medicaid  programs  as  a  method  of  containing  health  care  costs.  A  few  States 
have  had  programs  for  a  long  time;  some  began  in  the  mid-1970's.  Available 
information  suggests  that,  at  the  time  of  enactment  of  P.L.  97-35  in  August 
1981,  eight  States  were  operating  a  total  of  11  volume  purchasing  programs. 
From  August  1981  to  August  1986,  an  additional  11  States  adopted  15  new  volume 
purchasing  programs,  and  two  States  which  had  a  program  prior  to  that  time 
adopted  a  second  one.  As  of  August  1986,  there  were  approximately  19  States 
operating  28  volume  purchasing  programs.  Table  in-1  on  the  following  page 
lists  the  known  State  Medicaid  volume  purchasing  programs. 

In  general,  there  are  two  kinds  of  volume  purchasing  arrangements: 

(1)  the  "sole  source"  approach,  in  which  a  State  Medicaid  ' agency  con- 
tracts with  one  vendor  to  provide  all  of  its  needs  for  a  particular 
item  or  service;  and 

(2)  a  type  of  "preferred  provider"  arrangement  in  which  the  State  agency 
contracts  with  a  central  vendor  and  encourages  providers  to  purchase 
the  specified  item  or  service  through  this  vendor.  However,  provi- 
ders may  obtain  them  elsewhere,  with  the  understanding  that  the 
State  will  pay  no  more  than  the  rates  contracted  with  the  preferred 
provider. 

Most  States  select  vendors— for  either  sole  source  or  preferred  provider 
arrangements— through  competitive  bidding.  In  some  eases,  States  have  already 
selected  a  vendor  with  whom  they  wish  to  work:  they  may  want  to  purchase  from 
another  State  .agency,  such  as  the  department  of  corrections,  or  there  may  not 
be  a  choice  of  vendors  available  to  them  for  the  desired  goods  or  services. 
In  these  cases,  the  State  will  negotiate  a  contract  and  a  reimbursement  rate. 
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In  this  subsection,  we  will  discuss  each  type  of  Medicaid  service  for 
which  volume  purchasing  is  permissible  under  current  law. 

1.    Laboratory  and  X-Rav  Services 

The  only  benefit  category  for  which  OBRA  clearly  provides  new  authority  to 
volume  purchase  is  laboratory  and  x-ray  services.  As  mentioned  earlier,  New 
York  City  attempted  in  1975  to  volume  purchase  independent  laboratory  services 
but  was  enjoined  by  the  courts.  At  that  time,  the  federal  government's  position 
was  that  volume  purchase  of  lab  services  violated  Medicaid's  freedom  of  choice 
requirements.  However,  the  provisions  of  the  new  section  1915(a),  added  by 
P.L.  97-35,  reversed  that  position  by  allowing  volume  purchase  of  laboratory  and 
x-ray  services  as  long  as  certain  requirements  were  met  (see  Section  B  above). 

Since  OBRA's  passage,  only  one  State  has  implemented  a  successful  stand- 
alone volume  purchasing  program  for  laboratory  services.  On  October  15,  1983, 
Nevada  Medicaid  began  purchasing  non-hospital  laboratory  services  through  sole 
source  contracts  in  two  geographic  areas  of  the  State:  the  Reno  area,  where  one 
provider  is  serving  three  counties;  and  the  Las  Vegas  area,  where  one  provider 
will  serve  Clark  County  and  nearby  locations.  The  rest  of  the  State,  which  is 
predominantly  rural,  continues  to  operate  under  a  fee-for-service  system.  These 
non-contract  areas  account  for  only  about  three  percent  of  Medicaid  clinical 
laboratory  services. 

The  contracts  between  Nevada  Medicaid  and  the  two  selected  independent 
laboratories  set  the  reimbursement  rate  at  $.90  per  unit  value  as  defined  in 
the  1974  California  Relative  Value  Studies  (CRVS).  This  was  a  reduction  of 
$.20  from  the  previous  rate  of  $1.10  per  unit  value  for  outpatient  hospital  and 
physician  lab  services  and  an  increase  from  $.70  per  unit  value  for  independent 
lab  services.  It  should  be  noted,  however,  that  Nevada  ceased  paying  handling 
and  other  service-related  charges, 

Although  the  sole  source  contracts  covered  only  non-institutional  lab  ser- 
vices within  the  two  urban  areas,  the  contract  rate  of  $.90  per  unit  value  of 
CRVS  was  extended  to  all  lab  services  throughout  the  State  (except  for  inpatient 
hospital  lab  services,  which  are  included  in  the  hospital  per  diem). 

As  the  result  of  the  establishment  of  sole  source  contracts  for  non-institu- 
tional lab  services,  Medicaid  coverage  of  outpatient  hospital  lab  services  in 
the  two  covered  urban  areas  was  limited  to  only  the  following  situations: 

(1)  verifiable  emergencies  in  outpatient  emergency  rooms; 

(2)  established  hospital  clinic  outpatients  with  medical  records  on  file;  . 

(3)  refugees  referred  for  ova  and  parasite  testing;  and 

(4)  newborns  with  hyperbilirubenemia  who  are  being  followed  at  the  same 
hospital  after  discharge. 

Within  the  contract  areas,  most  Medicaid  recipients  are  sent  to  the  contract 
labs  to  have  lab  specimens  taken.  However,  physicians  may  elect  to  secure  lab 
specimens  and  are  paid  a  $3  blood  drawing  fee  per  patient,  regardless  of  the 
number  of  tests  to  be  done.    A  lab  courier  service  makes  regular  and  special 
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pickups  of  samples  and  specimens  taken,  and  carries  them  to  the  contract  lab. 
In  any  case,  if  test  results  are  needed  quickly,  there  is  provision  for  a 
telephone  message,  with  written  follow-up  from  the  lab. 

The  original  contract  period  was  one  year,  with  the  option  to  renew.  Con- 
tracts with  both  labs  were  renewed  in  October  1984  and,  for  a  two-year  period, 
in  October  1985.  Contract  rates  have  not  been  raised  since  the  program  began 
and  will  remain  at  $0.90  per  unit  value  at  least  until  October  1987. 

Initial  assessments  indicate  that  the  program  is  meeting  the  goals  set  by 
Nevada  Medicaid.  On-site  audits  conducted  in  February  1984  documented  adequate 
access  for  recipients  and  services  of  superior  quality.  -Volume  purchasing  is 
cutting  lab  service  expenditures  as  well.  During  the  first  ten  months  of  the 
volume  purchasing  program  (October  1983  through  August  1984),  Nevada  Medicaid 
experienced  a  38  percent  reduction  in  lab  utilization  rates.  In  March  1985,  the 
HCFA  Region  IX  office  prepared  a  Target  Area  Assessment  Report  on  the  Nevada 
Sole  Source  Laboratory  Contract  documenting  data  on  savings  realized  by  the 
program: 

For  the  period  October  1983-July  1984  the  State  spent  $359,575 
for  a  total  of  37,356  laboratory  service  units.  Thus,  the 
waiver  saved  $215,932  in  its  first  ten  months.  Additional 
administrative  cost  savings  were  realized  through  decreased 
claims  processing  costs  not  included  in  the  reported  savings. 
The  reduction  in  costs  was  due  in  part  to  the  prudent  buyer 
concept  and  an  overall  decrease  in  the  performance  of  labora- 
tory procedures  requested  by  physicians.  Further  savings 
occurred  due  to  the  discontinuance,  other  than  the  $3.00  blood 
drawing  fee,  of  service-related  fees  and  handling  charges  by 
providers  for  laboratory  tests.  It  should  be  mentioned  that 
the  reimbursement  ratio  has  remained  the  same  under  both  the 
1983-1984  and  1985  Sole  Source  contracts. 

Another  State,  Kansas,  operated  a  second  lab  volume  purchasing  program  for 
about  three  and  a  half  months.  From  July  1  to  November  22,  1986,  one  laboratory 
provided  all  pap  smear  tests  statewide.  This  program  was  terminated,  however, 
due  to  technical  problems  with  the  contractor. 

A  third  State  utilized  lab  volume  purchasing  within  a  local  case  management 
project.  Kentucky  Medicaid  conducted,  from  July  1,  1983  until  June  30,  1984,  a 
comprehensive,  prepaid,  capitated  case  management  program  called  "Citicare"  for 
approximately  40,000  AFDC  recipients  in  the  Louisville  and  Jefferson  County 
area.  Citicare  initiated  a  preferred  provider  contract  for  lab  services  on 
December  1,  1983,  which  ran  until  the  Citicare  project  ended.  Lab  tests  could 
be  done  elsewhere,  but  Citicare  paid  no  more  than  the  contract  rate.  (For  most 
tests,  the  contract  rate  was  about  fifty  percent  of  the  preferred  provider's 
retail  price.)  It  is  estimated  that  about  half  the  tests  were  sent  to  the 
preferred  provider.  Citicare  included  certain  lab  procedures  within  the  physi- 
cian's capitated  rate.  The  physician  was  financially  responsible  for  the  proce- 
dures; he  or  she  could  perform  them  or  send  them  to  the  preferred  lab  or  another 
lab.  However,  he/she  paid  for  them  out  of  his/her  capitated  rate.  It  was, 
therefore,  to  the  physician's  advantage  to  get  the  best  price,  which  was  more 
than  likely  the  preferred  provider  rate.  (Citicare  had  negotiated  rates  with 
the  preferred  lab  for  these  procedures  as  well.) 
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Several  problems  might  limit  the  widespread  implementation  of  volume  purchas- 
ing programs  for  laboratory  services.  In  two  of  the  examples  given,  the  contracts 
were  limited  to  urban  areas.  It  would  be  more  difficult  to  insure  adequate 
access  to  recipients  in  rural  areas  under  a  volume  purchasing  arrangement. 
Indeed,  this  problem  was  mentioned  by  several  States  as  a  major  reason  for  their 
not  pursuing  volume  purchasing  of  laboratory  services.  However,  section  1915(a) 
does  except  volume  purchasing  arrangements  from  the  statewideness  requirement 
and,  therefore,  States  can  implement  volume  purchasing  arrangements  in  urban 
areas  without  obtaining  a  waiver. 

A  few  smaller  States  indicated  that  there  was  only  one  lab  which  would 
qualify  for  a  volume  purchasing  contract  in  their  States,  and  they  saw  the  lack 
of  competition  as  preventing  their  obtaining  adequately  low  rates.  It  should  be 
noted,  however,  that  Nevada  had  only  two  qualified  bidders  and  signed  contracts 
with  both,  with  satisfactory  results. 

The  most  frequently  mentioned  obstacle  to  a  volume  purchase  program  is 
political  opposition  by  physicians.  Another  widely  held  conviction  is  that  the 
preparation  required  for  such  a  program  would  be  exceedingly  complicated  and 
would  be  wasted  if  the  program  did  not  bear  fruit.  Indeed,  several  States  have 
expended  a  great  deal  of  time  and  effort  in  preparing  proposals,  only  to  see 
them  shot  down  in  the  political  arena. 

A  number  of  States  prefer  to  find  an  easier  way  to  reduce  lab  costs.  When 
Washington  State  Medicaid  was  required  to  save  ten  percent  on  its  lab  expendi- 
tures, it  applied  a  ten  percent  reduction  to  its  conversion  formula  for  lab 
reimbursement.    The  providers  also  appeared  to  prefer  this  to  volume  purchasing. 

A  new  federal  law,  the  Deficit  Reduction  Act  of  1984  (P.L.  98-369),  has 
reduced  the  pressure  on  States  by  mandating  lower  lab  rates.  The  law  estab- 
lished a  Medicare  fee  schedule  for  all  laboratory  services  except  those  provided 
to  hospital  inpatients.  Fees  for  lab  services  performed  in  a  physician's  office 
or  by  independent  clinical  labs,  and  including  hospital  labs  providing  services 
to  non-hospital  patients,  were  set  at  60  percent  of  the  prevailing  charge  levels 
for  the  fee  screen  year  which  began  July  1,  1984.  They  were  set  at  62  percent 
for  hospital-based  labs  serving  hospital  outpatients.  In  the  future,  a  national 
fee  schedule  will  be  established  for  lab  tests  performed  in  physicians'  offices, 
independent  clinical  labs,  and  hospital-based  labs.* 

In  addition,  independent  labs  are  required  to  accept  assignment  (i.e.,  accept 
the  indicated  fees  as  payment  in  full),  as  are  hospital  labs  when  conducting 
tests  for  non-hospital  patients.  When  assignment  is  accepted— by  labs  or  physi- 
cians— Medicare  waives  the  deductible  and  coinsurance  requirements  and  pays 
100  percent  of  the  fee  screen  amount  or  charge,  whichever  is  lower.  This  has  an 
obvious  effect  on  Medicaid  agencies  vis-a-vis  Medicaid/Medicare  crossover  reci- 
pients. If  Medicare  pays  100  percent  of  the  fees  in  cases  where  assignment  is 
accepted,  then  Medicaid  agencies  will  no  longer  pay  these  crossover  claims. 


DEFRA  (1984)  set  July  1,  1987,  as  the  implementation  date  for  a  national  fee 
schedule.  COBRA  (1985)  postponed  it  until  January  1,  1988,  and  OBRA  (1986) 
extended  if  until  January  1,  1990.  Also,  DEFRA  provided  that  hospital-based 
labs  would  revert  to  cost  reimbursement  unless  Congress  acted  to  include 
them  in  the  national  fee  schedule,  which  it  did  in  OBRA  (1986). 
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The  most  significant  provision  for  States,  however,  is  the  stipulation  that 
federal  matching  funds  will  not  be  available  to  State  Medicaid  programs  to  the 
extent  that  a  State  pays  more  for  laboratory  services  than  would  be  paid  for 
such  service  under  the  Medicare  fee  schedule.  Several  States  have  indicated 
that,  because  of  the  savings  they  will  realize  as  a  result  of  this  new  law,  they 
have  set  aside  consideration  of  volume  purchasing  of  lab  services  for  the  present. 

This  report  will  not  include  a  discussion  of  volume  purchasing  of  x-ray 
services  because,  to  our  knowledge,  no  State  has  implemented  or  is  even  con- 
sidering such  a  program. 

2.  Eyeglasses 

Fully  half  of  the  volume  purchasing  arrangements  which  this  study  has  found 
within  State  Medicaid  programs  are  eyeglass  programs.  There  are  several  reasons 
why  eyeglasses  are  such  a  popular  choice: 

o  An  eyeglass  program  is  particularly  suited  to  volume  purchasing.  It 
is  relatively  simple  to  administer,  and  there  are  no  emergency  situa- 
tions for  which  exceptions  must  be  made. 

o  Since  a  number  of  States  are  already  volume  purchasing  eyeglasses, 
there  are  plenty  of  models  on  which  to  fashion  a  program. 

o     The  experience  of  these  States  indicates  that  savings  can  be  realized. 

A  1978  U.S.  General  Accounting  Office  study  examined  eyeglass  costs  for 
several  Medicaid  programs  in  Western  States.  The  study  showed  that  two  States 
with  volume  purchasing  programs  were  paying  approximately  45  percent  less  than 
neighboring  States  without  such  programs.    It  observed  that: 

In  1976  California  paid  about  $7.2  million  for  Medicaid  eyeglasses; 
however,  based  on  Washington's  competitively  bid  contract  for  eye- 
glasses, the  cost  would  have  been  only  $3.9  million.  Likewise, 
Oregon  paid  $77,600  for  eyeglass  frames,  whereas  under  Washington 
contract  prices,  the  cost  would  have  been  only  about  $41,400.  [9] 

Wisconsin  estimated  that,  over  the  first  three  years  of  operation,  its 
eyeglass  volume  purchasing  program  annually  saved  the  State  approximately 
40  percent  over  outlays  under  the  previous  reimbursement  system,  or  about 
$1.1  million  a  year.  Michigan  Medicaid  estimated  a  savings  of  $737,000  in  State 
fiscal  year  1984,  or  about  $7.16  per  pair  of  eyeglasses.  Massachusetts,  which 
has  been  operating  a  volume  purchasing  program  for  some  time,  estimates  a  cost 
avoidance  of  about  $1.2  million  per  year. 

Of  the  14  eyeglass  volume  purchasing  programs  in  existence  at  the  time  of 
this  study,  11  were  .sole  source  arrangements.  These  were  operated  by:  Arkansas, 
Georgia,  Massachusetts,  Michigan,  Minnesota,  New  Hampshire,  Ohio,  South  Carolina, 
Vermont,  Washington  and  Wisconsin.  Ohio  had  a  sole  source  contract  for  each  of 
two  regions  within  the  State  in  order  to  open  up  the  process  to  smaller  optical 
labs.    The  other  10  States  contracted  with  only  one  vendor. 
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Three  States,  Alabama,  Florida,  and  Oregon,  had  "preferred  provider"  arrange- 
ments in  which  they  contracted  with  one  vendor,  but  allowed  vision  service  provi- 
ders to  purchase  eyeglasses  from  other  vendors  who  would  accept  the  contracted 
rates.  The  Oregon  Medicaid  agency  was  participating  in  a  joint  volume  purchas- 
ing program  along  with  other  State  and  local  agencies. 

In  12  of  the  14  States,  contracts  were  competitively  bid.  However,  the 
Florida  and  New  Hampshire  Medicaid  programs  used  negotiation  rather  than 
competitive  bidding  to  reach  contractual  arrangements  with  State  correctional 
institutions. 

At  least  five  more  States  have  proposed  volume  purchasing  of  eyeglasses  and 
have  been  thwarted  due  to  political  pressure  from  in-state  providers.  In  three 
of  these  States,  the  provider  community  agreed  to  negotiate  lower  reimbursement 
rates  as  an  alternative. 


3.    Hearing  Aids 

At  least  five  States  volume  purchase  hearing  aids  for  Medicaid  recipients. 
There  is  great  diversity  among  these  programs.  Some  are  operated  by  Medicaid 
alone;  others  are  a  joint  endeavor  with  another  agency.  Some  contracts  are  for 
children's  hearing  aids  only;  others  are  for  both  adults'  and  children's  cover- 
age. Some  of  the  States  contract  with  manufacturers  only;  one  contracts  with  a 
single  wholesaler;  and  another  puts  out  an  open  bid  to  both  groups  and  contracts 
with  whomever  is  the  lowest  bidder.  The  common  denominator  is  that  States  are 
experiencing  savings  through  volume  purchasing  of  hearing  aids. 

For  a  number  of  years,  the  Alaska  Medicaid  program  has  maintained  an  informal 
arrangement  which  is  reported  to  have  saved  the  State  close  to  40  percent  of  the 
retail  price  of  hearing  aids.  Another  State  program,  the  Communicative  Disorders 
Program  (CDP),  signs  an  annual  contract  with  a  single  wholesaler  to  fill  its 
hearing  aid  needs  at  specified  rates.  The  Medicaid  program,  which  handles  only 
between  100  and  130  hearing  aids  a  year,  in  a  sense  rides  CDP's  coat-tails, 
setting  its  maximum  reimbursement  level  at  the  CDP  contracted  rate.  The  Medicaid 
Agency  usually  finds  itself  dealing  with  CDP's  contractor  because  no  other  firm 
will  accept  the  low  rates.  What  is  technically  a  fixed  fee  situation  thus 
becomes,  in  fact,  a  sole  source  contract. 

South  Carolina's  Medicaid  program  has  a  more  formal  arrangement  for  providing 
hearing  aids  to  its  EPSDT  recipients.  It  has  contracted  with  the  State's 
Department  of  Health  and  Environmental  Control  to  obtain  aids  through  the 
Department's  Child  Health/Children's  Rehabilitative  Services  (CHCRS).  The 
CHCRS  annually  awards  sole  source  contracts  to  multiple  manufacturers  for  various 
types  of  hearing  aids.  These  are  distributed  to  clients  of  both  programs  at 
Speech  and  Hearing  Centers  throughout  the  State.  The  State  Medicaid  agency  has 
estimated  that  its  average  cost  per  hearing  aid  in  fiscal  year  1983-84  was  $200. 
The  joint  State  program  purchased  345  hearing  aids  during  that  year,  with  251 
provided  to  Medicaid  recipients. 
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Florida  Medicaid  contracts  directly  with  hearing  aid  manufacturers  in  an 
arrangement  that  can  best  be  described  as  "contract  purchasing."*  Each  year  it 
sends  requests  for  bids  to  all  manufacturers.  Each  bid  is  evaluated  and,  if  the 
terms  are  acceptable,  a  contract  is  signed  with  the  firm.  Sixteen  firms  signed 
contracts  with  the  State  in  1980,  the  program's  first  year;  in  1981,  22  agreed 
to  participate;  in  1982,  20;  in  1983,  21;  in  1984,  24;  and  in  1985,  26  firms 
contracted  with  the  State.  These  represent  most  of  the  major  manufacturers  of 
hearing  aids.  Under  this  system,  the  dispenser  receives  both  the  contracted 
hearing  aid  rate  and  the  dispensing  fee.  For  services  provided  to  adult  reci- 
pients, the  State  deducts  a  five  percent  coinsurance  charge  which  the  recipient 
has  paid  to  the  dispenser.  The  dispenser  then  passes  the  hearing  aid  payment 
(both  the  State's  and  the  recipient's  shares)  on  to  the  manufacturer.  Florida 
purchased  2,900  hearing  aids  in  fiscal  year  1985  at  an  average  price  of  about 
$135  per  hearing  aid.    Prior  to  this  program,  the  average  price  was  $250. 

Minnesota  Medicaid  implemented  a  hearing  aid  volume  purchasing  program  on 
March  1,  1983.  Hearing  aid  dealers  must  purchase  hearing  aids  from  contract 
manufacturers  selected  through  competitive  bidding.  The  State  reimburses  the 
dealer  for  the  instrument  at  the  contract  price  plus  a  separate  fee  for  fitting, 
dispensing  and  servicing  the  aid. 

Texas  Medicaid  subcontracts  with  the  Department  of  Health  for  the  volume 
purchase  of  hearing  aids  for  its  Medicaid  recipients  under  21  years  of  age.  The 
Department  of  Health  purchases  hearing  aids  for  several  groups  of  poor  and 
medically  indigent  children  and,  of  these  groups,  Medicaid  accounts  for  between 
35  and  40  percent  of  the  hearing  aids  purchased.  Texas  does  not  sign  contracts 
with  vendors  for  a  given  time  period  (e.g.,  a  one-year  contract);  rather,  it 
periodically  contracts  for  specific  numbers  of  hearing  aids  of  stipulated  speci- 
fications. The  bidding  is  open,  and  may  be  awarded  to  either  manufacturers  or 
distributors.  The  average  cost  of  a  hearing  aid  under  the  program  was  $169.51 
in  fiscal  year  1985. 

Several  other  States  indicated  that  they  had  considered  and  rejected  the 
volume  purchase  of  hearing  aids  because  of  the  complexity  of  contracting  for  the 
many  types  of  hearing  aids  which  must  be  available  to  recipients. 

Recycling  of  hearing  aids,  an  alternative  method  of  reducing  hearing  aid 
outlays,  has  been  practiced  informally  by  New  Jersey  for  several  years.  The 
Medicaid  agency  retains  title  to  hearing  aids  which  it  purchases.  When  hearing 
aids  are  no  longer  needed  by  Medicaid  recipients  in  nursing  homes  or  other 
institutional  settings,  the  agency  reclaims  the  aids,  stores  them,  and  redis- 
tributes them,  usually  as  replacement  aids. 


The  term  "contract  purchasing"  refers  to  contractual  arrangements  between  a 
purchaser  and  any  number  of  vendors,  from  one  to  unlimited,  as  distinct  from 
sole  source  volume  purchasing. 
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4.    Durable  Medical  Equipment 


There  appears  to  be  a  great  deal  of  interest  among  State  Medicaid  agencies 
in  alternatives  to  the  traditional  methods  of  obtaining  and  providing  durable 
medical  equipment  (DME).  (Most  States  currently  purchase  and/or  rent  DME  from 
all  qualified  suppliers.)  The  two  major  alternatives  being  discussed  and,  in  a 
few  cases,  implemented  are:  1)  volume  purchasing,  and  2)  DME  loan  closets,  that 
is,  recycling  of  used  equipment. 

Despite  this  high  level  of  interest,  however,  only  one  DME  volume  purchasing 
program  is  known  to  exist  at  the  present  time.  As  a  result  of  a  State  legisla- 
tive mandate,  Minnesota  implemented,  on  March  1,  1983,  a  centralized  program  for 
the  purchase  and  rental  of  wheelchairs  and  accessories.  For  standard  wheel- 
chairs, sole  source  contracts  were  awarded  to  dealers  on  a  regional  basis;  and 
statewide  sole  source  contracts  were  awarded  to  several  manufacturers  for  certain 
types  of  special  adaptive  wheelchairs.  Minnesota  has  realized  savings  through 
this  program,  and  the  State  plans  to  continue  competitive  bidding  for  wheelchair 
purchases.  However,  the  State  agency  is  discussing  the  possibility  of  contract- 
ing directly  with  the  manufacturers,  thereby  allowing  all  suppliers  to  partici- 
pate and  improving  patient  access. 

A  unique  variation,  volume  rental,  has  been  adopted  by  Utah  for  several  items. 
In  1983,  the  State  implemented  one  of  these  programs,  a  modified  sole  source 
volume  rental  program  for  apnea  monitors.  The  monitors  are  very  expensive,  but 
Utah  Medicaid  staff  believed  they  were  paying  even  more  than  necessary  and  that 
outlays  could  be  reduced  through  this  approach.  The  State's  purchasing  division 
directed  the  competitive  bidding  process,  awarding  a  contract  for  a  three-year 
period  with  no  option  to  renew.  Under  the  contract,  Utah  guarantees  that  it  will 
rent  a  certain  number  of  monitors  a  year.  Until  that  number  is  reached,  it  is  a 
sole  source  program.  Beyond  that  guaranteed  number,  it  becomes  a  "preferred 
provider"  program;  that  is,  Utah  may  rent  from  another  provider  under  certain 
circumstances  (e.g.,  if  a  patient  who  has  already  rented  an  apnea  monitor  from 
another  firm  becomes  retroactively  eligible),  but  the  State  will  pay  no  more 
than  the  contract  rate. 

In  some  States,  the  concern  that  volume  purchase  of  durable  medical  equipment 
might  not  allow  adequate  access,  particularly  for  rural  recipients,  is  a  major 
deterrent  to  implementing  such- a  program. 

There  are  other  obstacles  as  well.  Connecticut  implemented  volume  purchase 
of  DME  in  1977.  For  each  DME  item,  sole  source  contracts  were  awarded  to 
suppliers  by  region.  However,  the  program  ended  after  one  year,  succumbing  to  a 
high  level  of  discontent  among  suppliers  who  had  not  won  contracts. 

The  second  approach  to  the  provision  of  DME  is  the  DME  loan  closet.  A 
1978  HCFA  Information  Memorandum,  cited  earlier,  stated: 

States  are  also  free  to  purchase  items  of  durable  medical 
equipment  (DME)  and  lend  them  to  recipients  through  a  loan 
closet  arrangement.  According  to  the  then  DHEW's  General 
Counsel,  there  is  no  legal  requirement  that  title  to  DME  pass 
to  the  recipient.  The  State  can  maintain  title  and  reclaim 
the  items  when  the  recipients  no  longer  need  them.  However, 
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all  costs  associated  with  the  loan  closet  program  (original 
purchase,  storage,  repair  and  delivery)  would  be  considered  as 
administrative  and  not  program  costs.  [10] 

A  small  number  of  States  operate  loan  closets.  There  are  significant  varia- 
tions in  the  programs'  characteristics.  Some  of  them  are  highly  structured, 
with  a  central  tracking  system.  Others  depend  upon  recipients  or  providers  to 
report  items  that  are  available  for  recycling.  Some  are  administered  on  the 
State  level,  and  others  are  run  by  county  or  regional  offices.  Some  States 
recycle  items  themselves;  and  others  contract  for  pick-up,  cleaning  and  recondi- 
tioning, storage,  and/or  delivery  of  the  equipment.  The  States  operating  DME 
loan  closets  feel  that  they  are  experiencing  savings;  however,  no  specific 
savings  data  are  available. 

West  Virginia  has  operated  its  own  loan  closet  for  a  number  of  years.  West 
Virginia  requires  prior  authorization  of  all  DME.  Once  this  prerequisite  is 
met,  the  equipment  is  loaned  to  a  client,  at  which  time  a  loan  agreement  is 
executed  between  the  State  and  the  recipient.  When  the  client  no  longer  needs 
the  equipment,  it  is  refurbished,  if  necessary,  and  placed  in  storage.  The 
State  determines,  case  by  case,  whether  it  is  cost-effective  to  repair  and/or 
refurbish  a  particular  item.  Refurbishment  is  contracted  out,  often  to  the  same 
firms  that  originally  sold  the  equipment  to  the  State.  The  State  has  a  central 
storage  area  where  some  of  the  items  are  kept.  In  other  instances,  items  are 
maintained  in  county  welfare  offices,  particularly  if  it  is  clear  there  will  be 
further  need  for  them  in  that  area.  The  loan  closet  is  administered  on  the 
county  level.  It  is  the  responsibility  of  the  county  welfare  departments  to 
retrieve  and  redistribute  items.  However,  the  State  attempts  to  track  DME  items 
in  order  to  coordinate  availability  and  need  between  counties.  State  personnel 
emphasized  that  they  felt  a  loan  closet  was  easier  to  manage  when  much  of  the 
operation  is  on  an  informal  basis. 

New  Jersey  has  operated  an  informal  DME  loan  closet  for  several  years.  The 
State  contracts  with  participating  vendors  to  retrieve  the  equipment,  refurbish 
it  if  necessary,  store  it,  and  deliver  it  to  other  clients  as  needed.  The 
contracts  are  negotiated  rather  than  competitively  bid.  Selection  of  contractors 
is  informal,  sometimes  through  telephone  surveys  of  vendors  to  determine  those 
who  will  accept  the  rates  proposed  by  the  State.  The  State  rate  is  either  $35, 
or  the  equivalent  of  the  monthly  rental  fee  for  the  item  (two' months'  rent  for 
very  heavy  equipment),  whichever  is  greater.  New  Jersey  has  been  satisfied  with 
the  approach;  indeed,  the  State  is  now  studying  a  proposal  to  formalize  the  loan 
closet.  Management  of  the  recycling  operation  would  be  transferred  from  sixteen 
regional  offices  to  the  central  Medicaid  office.  The  recycling  fee  would  remain 
the  same.  In  order  to  participate  in  the  program,  a  provider  would  be  required 
to  sign  a  separate  Recycling  Provider  Agreement  and  be  approved  by  the  State. 

Illinois,  too,  operates  a  DME  loan  closet.  It  is  administered  by  staff  of 
the  DME  prior  authorization  unit.  The  State  does  not  track  equipment  nor 
actively  seek  its  return;  it  relies  on  providers  and  recipients  and  their  families 
to  notify  the  State,  when  equipment  is  available.  This  is  sufficient  to  ensure 
that  a  large  volume  of  equipment  is  recycled.  Illinois  maintains  DME  warehouses 
in  both  the  Chicago  and  Springfield  areas.  The  equipment  is  cleaned  and  repaired 
at  the  warehouses  by  State  personnel. 
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Indiana's  loan  closet  is  administered  entirely  by  county  welfare  departments. 
The  State  does  not  track  equipment,  relying  on  recipients  to  report  when  items 
are  available.  The  program  has  been  operated  informally  for  some  time  but,  on 
January  1,  1985,  the  loan  closet  was  formalized  in  State  regulations. 

Oregon's  program  does  not  depend  on  voluntary  reporting  of  the  availability 
of  equipment.  The  State's  central  Medicaid  office  tracks  DME  items  with  a 
micro-computer.  Warehouses  are  rented  in  various  areas  of  the  State  to  store 
equipment  until  it  is  needed.    State  staff  pick  up  and  deliver  the  equipment. 

Vermont  also  retains  legal  ownership  of  DME  and  recycles  a  small  portion  of 
its  equipment  with  the  voluntary  cooperation  of  recipients,  vendors  and  health 
care  professionals.  Recycling  is  occasionally  done  through  home  health  agencies. 
At  one  point  the  State  sent  letters  to  certain  recipients  using  large,  expensive 
pieces  of  State-owned  DME,  asking  them  to  notify  the  Medicaid  agency  when  they 
no  longer  needed  the  equipment.    This  endeavor  worked  moderately  well. 

The  Washington  State  Medicaid  program  dropped  its  DME  loan  closet  in  the 
early  1970s  because  the  State,  which  administered  the  loan  closet  itself, 
found  it  extremely  difficult  to  maintain  inventories  and  track  the  equipment. 
Washington  instead  adopted  a  system  of  purchasing  the  equipment  and  passing 
ownership  on  to  the  recipients.  Since  that  time,  the  DME  program  has  grown 
significantly  and  the  cost  of  certain  new  types  of  equipment  has  become  pro- 
hibitive. As  a  result,  Washington  has  begun  asking  recipients  to  return  the 
more  expensive  items  when  they  no  longer  need  them.  There  is  no  obligation  on 
their  part  to  do  so  since  it  is  their  property,  but  some  are  happy  to  get  these 
unused  items  out  of  their  way.  Washington  has  no  plans  to  return  to  a  formal 
loan  closet. 

A  number  of  other  States  have  considered  the  volume  purchasing  of  DME  and/or 
DME  loan  closets  and  have  either  rejected  them  outright  or  have  set  them  aside 
for  the  present.  Many  consider  DME  a  lower  priority  in  terms  of  cost-saving 
initiatives  because  it  is  not  a  high-volume  program;  there  is  potentially  a  much 
greater  return  on  administrative  cost-saving  efforts  aimed  at  areas  of  more 
significant  expenditures.  The  most  common  concerns  are  that  a  centralized 
purchasing  or  a  recycling  program  would  be  complicated  to  run,  that  a  large 
staff  would  be  required  to  track  the  equipment  and  operate  the  program,  that 
liability  for  the  equipment  would  be  a  problem,  that  there  are  too  many  issues  to 
be  worked  out;  in  short,  that  "the  savings  would  not  be  worth  all  the  trouble." 
Another  major  concern,  particularly  in  more  rural  States,  is  the  problem  of 
distribution  of  DME  under  a  centralized  program.  Some  agency  staff  are  worried 
about  the  long  turnaround  time  that  they  feel  would  be  inevitable  under  such  a 
system.  And  some  believe  that  a  loan  closet  in  particular  would  have  to  be 
administered  at  the  county  level,  which  would  require  space  for  storage  and  the 
performance  of  record-keeping  duties  by  already  overburdened  county  staff. 

Some  States,  after  having  considered  centralized  purchase  or  recycling,  have 
determined  that  other  approaches  to  cost-containment  are  more  appropriate  for 
them.  Washington  .State  found  that  substantial  savings  could  be  realized  from 
minor  administrative  modifications,  such  as  holding  DME  manufacturers  to  their 
warranties,  and  returning  and  obtaining  credit  for  unneeded  accessories. 
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Massachusetts  distributed  an  RFP  for  volume  purchase  of  wheelchairs.  Unfor- 
tunately, none  of  the  bids  received  met  the  State's  standards;  therefore,  the 
State  looked  at  other  alternatives  for  lowering  costs.  One  area  of  concern  has 
been  that  not  all  suppliers  of  wheelchairs  are  truly  qualified  to  dispense  them 
nor  to  make  the  necessary  fittings  and  repairs.  If  a  physician  does  not  give 
exact  specifications,  the  supplier  may  provide  inappropriate  equipment,  which 
necessitates  subsequent  repair  and/or  replacements.  To  deal  with  this  problem, 
Massachusetts  held  a  conference  for  wheelchair  providers  and  manufacturers  on 
the  topic  of  wheelchairs  and  how  to  insure  that  proper  equipment  is  dispensed; 
sponsored  training  seminars  for  providers;  published  instructions  in  its  provi- 
der bulletins;  and  asked  its  field  office  personnel  to  send  recipients  only  to 
appropriate  types  of  providers  for  the  dispensing  of  DME. 

5.  Prosthetic  Devices 

As  mentioned  earlier  in  this  report,  the  federal  government  has  stated  that 
it  is  permissible  to  volume  purchase  prosthetic  devices.  However,  there  seems 
to  be  little  interest  among  State  Medicaid  agencies.  Several  State  Medicaid 
officials  commented  that  they  felt  volume  purchasing  was  inappropriate  for 
prosthetics  because  often  the  devices  are  fabricated,  and  a  sizable  portion  of 
the  custom  work  is  done  by  the  physician/dispenser. 

There  was,  however,  one  known  exception.  On  September  1,  1985,  Arkansas 
Medicaid  implemented  a  competitively  bid  sole  source  contract  for  home  delivery 
of  parenteral  nutrition  therapy  (hyperalimentation),  the  administration  of 
fluids  containing  essential  nutrients  through  a  venous  catheter  positioned  in 
the  superior  vena  cava.  Fluids,  additives,  fluid  administration  supplies, 
catheter  care  supplies,  admixture  services,  equipment  maintenance,  product  moni- 
toring, and  24-hour  emergency  service,  as  well  as  patient  training  in  catheter 
care,  solution  preparation,  and  infusion  technique  were  covered  under  this 
prosthetic  device  benefit.  Prior  authorization  was  required  for  this  service, 
and  had  to  be  requested  by  the  contractor.  Reimbursement  was  on  a  per  unit 
basis,  with  a  ceiling  of  six  units  per  day.  This  was  a  small  contract—in  1984, 
13  Arkansas  Medicaid  recipients  received  this  service.  Although  the  program 
worked  smoothly  and  cut  costs,  it  was  terminated  after  one  year  due  to  provider 
discontentment.  A  long-term  benefit  of  the  program,  however,  was  the  establish- 
ment of  the  fact  that  quality  services  could  be  provided  at  a  much  lower  rate 
than  had  previously  been  paid.  - 

6.  Oxygen  And  Oxvgen-Related  Equipment 

Washington  State  has  purchased  oxygen  in  bulk  for  some  time.  For  a  number 
of  years,  it  also  volume  purchased  respiratory  therapy  services,  which  included 
ongoing  rehabilitation  and  basic  equipment  necessary  for  the  patient's  treatment. 
The  latter  program  was  terminated  on  January  1,  1986,  because  the  number  of 
providers  has  increased  significantly  in  recent  years.  Both  of  these  programs 
were  originally  set  up  as  sole  source  arrangements  with  one  contractor  statewide. 
In  a  subsequent  informal  legal  interpretation  of  the  contract,  it  was  found  that 
the  sole  source  restriction  could  not  be  enforced,  which  allowed  providers  to 
purchase  oxygen  and  respiratory  therapy  services  from  other  sources,  with  reim- 
bursement being  limited  to  the  contracted  price.  Subsequent  contracts  were 
rewritten  as  statewide  sole  source  agreements,  however,  until  the  State  modified 
the  oxygen  program  on  January  1,  1986,  by  dividing  the  State  into  regions  and 
contracting  with  three  providers  instead  of  one.    In  addition,  Washington,  which 
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had  previously  allowed  separate  billing  for  each  component,  now  paid  one  rate 
for  the  entire  system,  with  the  exception  of  the  oxygen  itself.  It  is  estimated 
that  this  resulted  in  a  savings  of  $200,000. 

Washington's  experience  demonstrates  that  savings  can  be  realized  under  this 
arrangement.  The  1978  General  Accounting  Office  study  compared  oxygen  reimburse- 
ment rates  of  three  States.  Oregon,  whose  reimbursement  was  based  upon  usual 
and  customary  rates,  paid  out  $15,800  in  1976  for  256,844  cubic  feet  of  oxygen 
purchased  by  eleven  of  their  local  offices,  an  average  of  $6.15  per  100  cubic 
feet.  If  Oregon  had  been  reimbursing  at  Washington's  contracted  rates,  however, 
it  would  have  paid  about  $9,500,  or  an  average  of  $3.70  per  100  cubic  feet.  For 
October  1976,  California  would  have  paid  $42,064  for  over  one  million  cubic  feet 
of  oxygen,  had  it  reimbursed  at  Washington's  rates.  Instead,  it  paid  out  $66,150 
by  reimbursing  at  the  usual  and  customary  rate,  up  to  a  given  maximum  amount.  [11] 

Minnesota  began  volume  purchasing  oxygen  and  oxygen  administration  equipment 
services  on  September  1,  1984.  Sole  source  contracts  were  awarded,  by  region, 
to  seven  suppliers.  The  State  has  projected  a  savings  of  about  $200,000  in  the 
first  year. 

A  volume  rental  program  is  an  alternative  which  may  be  appropriate  for 
certain  oxygen  services.  Utah  implemented  a  sole  source  oxygen  concentrator 
rental  program  January  1,  1982.  New  and  used  oxygen  concentrators  are  rented 
for  Medicaid  recipients  in  nursing  homes  and  private  residences.  Concentrators 
are  not  placed  with  recipients  unless  they  are  medically  necessary;  that  is,  the 
patient  must  require  at  least  two  liters  of  oxygen  per  minute  for  at  least  five 
hours  per  day.  It  is  not  cost-effective  for  patients  needing  less  oxygen  to  be 
given  concentrators.    Instead,  they  are  provided  with  oxygen  tanks. 

The  three-year  contract  was  competitively  bid  and,  in  addition  to  the  con- 
centrators, includes  E-tanks,  service  and  maintenance.  It  does  not  include 
breathing  apparatus.  The  competitive  bidding  process  was  administered  by  the 
State's  Purchasing  Department  for  the  Medicaid  agency.  In  1985,  the  Utah  Medi- 
caid program  rented  190  oxygen  concentrators  for  its  Medicaid-only  clients  and 
250  for  its  Medicare  dual  coverage  recipients.  Utah  pays  a  contract  rental  rate 
of  $135  per  concentrator  per  month.  Prior  to  the  sole  source  program,  Utah  was 
paying  a  maximum  of  $268  per  month  and  faced  a  proposed  increase  to  $275  per 
month.  For  Medicaid-only  patients  alone,  the  rental  rate  compared  to  the  pre- 
vious program's  proposed  rate  represents  an  unadjusted  cost-avoidance  of  $26,600 
per  month— $319,200  annually— over  the  amount  Utah  would  have  paid  had  it  kept 
its  previous  program  and  made  the  proposed  increase.  There  are  additional 
savings  from  concentrator  rentals  for  Medicare/Medicaid  dual  coverage  reci- 
pients.   Utah  has  cut  its  program  costs  by  more  than  half. 

7.    Other  Arrangements 

The  New  Jersey  Medicaid  Agency  has  devised  a  system  for  encouraging  long- 
term  care  facilities  (SNFs  and  ICFs)  to  purchase  all  supplies  through  contrac- 
tual arrangements  with  group  purchasing  firms.  The  program  was  implemented 
July  1,  1983.  Participating  group  purchasing  firms  must  be  approved  by  the 
State.  Any  nursing  home  which  either  purchases  its  supplies  through  one  of  the 
State-approved « firms  or  purchases  them  at  prices  comparable  to  those  offered  by 
a  group  purchasing  plan  receives  an  add-on  to  the  Medicaid  per  diem  rates. 
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The  incentive  amounts  are  based  on  the  percentage  of  facilities  participating 
in  the  program,  and  are  as  follows: 


Ppp  Dipm 

Per  Medicaid  Patient  Add-On  Incentive 

Pprppnt  of 

LTCF's  With 

LTCF's  With 

PartieiDatine" 

Less  Than  50% 

50%  Or  More 

Medicaid  LTC 

Medicaid  Patients 

Medicaid  Patients 

"Rnpiliti  p^ 

$.07 

$.10 

25% 

.10 

.13 

37% 

.13 

.16 

50% 

.16 

.19 

62% 

.19 

.22 

75% 

.22 

.25 

When  the  program  began,  over  37  percent  of  all  nursing  homes  participating 
in  Medicaid  were  group  purchasing  supplies,  and  therefore  the  add-on  was  $.13  to 
$.16  per  day  per  patient.  At  present,  about  80  percent  of  the  nursing  homes  are 
cooperating,  which  has  raised  the  incentive  payments  to  $.22  to  $.25  per  day. 


D.  Conclusion 

The  Omnibus  Budget  Reconciliation  Act  made  one  major  change  in  federal 
policy  regarding  the  volume  purchasing  of  goods  and  services  by  State  Medicaid 
programs.  This  was  the  allowance  of  volume  purchase  of  laboratory  and  x-ray 
services.  Aside  from  the  addition  of  one  laboratory  volume  purchasing  program, 
there  has  not  been  a  significant  change  in  the  pattern  of  services  selected  for 
volume  purchasing  programs.  The  following  table  shows  the  number  of  known 
volume  purchasing  programs  adopted  pre-OBRA  and  post-OBRA  (through  August  1986) 
by  service,  using  August  13,  1981,  the  date  of  enactment  and  effective  date,  as 
the  dividing  point: 


Pre-QBRA  Post-OBRA 

Eyeglasses  5  9 

Hearing  Aids  4  1 

Oxygen  1  l 

Laboratory  Services  —  1* 

DME  -  volume  purchasing  0  1 

DME  -  loan  closets  4  1 

Other  1  4 


Kansas  operated  a  second  lab  volume  purchasing  program  for  a  short  time. 
For  about  3  1/2  months  in  late  1986,  one  lab  provided  all  pap  smear  tests 
statewide. «;  This  program  was  terminated,  however,  due  to  technical  problems 
with  the  contractor. 
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Between  July  1970  and  August  1981,  approximately  eight  States  had  adopted  a 
total  of  about  11  volume  purchasing  programs.  From  August  1981  to  August  1986, 
an  additional  11  States  adopted  15  new  volume  purchasing  programs,  and  two 
States  which  already  had  a  program  adopted  a  second  one. 

Clearly,  volume  purchasing  is  becoming  a  more  popular  method  of  containing 
costs.  But  it  should  be  noted  that  those  items  and  services  which  can  be  volume 
purchased  are  only  a  small  portion  of  the  total  Medicaid  budget.  According  to 
HCFA  Medicaid  program  statistics  for  FY  1983  [12],  total  nationwide  Medicaid 
expenditures  (combined  State  and  federal)  were  $32.4  billion.  Total  national 
expenditures  for  laboratory  and  x-ray  services  were  $183.8  million,  which  is 
0.6%  of  total  Medicaid  outlays.  The  program  statistics  are  divided  into  a 
limited  number  of  service  categories  and,  because  of  the  differences  in  the  ways 
States  categorize  the  medical  devices  that  can  be  volume  purchased,  these 
devices  may  fall  under  the  categories  of  "home  health,"  "clinic  services,"  or 
"other  care."  Although  only  a  portion  of  the  services  or  items  within  these 
categories  could  be  volume  purchased,  the  entire  category  of  "other  care" 
accounted  for  $935.7  million  in  FY  1983,  which  was  2.9%  of  total  Medicaid 
outlays.  National  home  health  expenditures  were  $597.2  million,  or  1.8%  of  the 
total.  And  clinic  services  were  $478.9  million,  or  1.5%  of  the  total.  These 
expenditures  were  minor  in  comparison  with  the  major  budget  items:  inpatient 
hospital  (both  general  and  mental  hospital)  outlays  were  $9.7  billion,  or  30.1% 
of  the  total;  and  SNFs,  ICFs  and  ICFs/MR  were  $14.1  billion,  or  43.6%  of  total 
expenditures. 

With  the  exception  of  Nevada's  laboratory  program,  the  impact  of  OBRA  on 
Medicaid  volume  purchasing  cannot  be  ascertained.  It  is  certain,  however,  that 
the  States'  overall  attention  to  the  development  of  cost  containment  strategies 
did  contribute  to  States'  decisions  to  adopt  such  programs. 
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IV.    RECIPIENT  LOCK-IN  PROGRAMS 

A.  Introdiiction 

New  section  1915(a)(2)(A)  of  the  Social  Security  Act  also  stipulates  that 
states  will  not  be  out  of  compliance  with  federal  Medicaid  requirements  concern- 
ing statewideness,  comparability  of  services,  and  freedom-of-choice  of  provider 
if  they  establish  what  are  known  as  recipient  restriction  or  "lock-in"  programs 
within  their  Medicaid  programs. 

Under  a  lock-in  program,  if  an  individual  is  found  to  be  using  Medicaid  ser- 
vices at  a  level  that  is  not  medically  necessary,  the  state  can  restrict  for  a 
reasonable  period  of  time  the  provider(s)  from  which  the  individual  can  receive 
certain  services.  The  statute  requires  that  the  determination  of  whether  or  not 
an  individual's  service  consumption  is  medically  necessary  should  be  based  on 
utilization  guidelines  established  by  the  state.  States  are  also  required  to 
give  a  recipient  notice  and  the  opportunity  for  a  fair  hearing  prior  to  imposing 
the  restriction,  and  to  ensure  that  the  restriction  does  not  preclude  reasonable 
access  to  services  of  adequate  quality.  Emergency  services  are  not  included 
under  the  restriction. 

This  chapter  reviews  the  following  aspects  of  state  Medicaid  lock-in  programs: 
o     the  number  of  such  programs  and  their  implementation  dates, 
o     the  size  of  the  programs, 

o     the  processes  states  follow  in  administering  them, 
o     the  nature  of  the  restrictions  imposed,  and 
o     the  cost  impact  of  these  restrictions. 

The  information  in  this  chapter  draws  heavily  on  the  analyses  contained  in 
an  earlier  publication  of  the  National  Governors'  Association's  State  Medicaid 
Information  Center  which  examined  lock-in  programs.*  The  material  contained  in 
the  earlier  report  has  been  supplemented  by  individual  state  assessment  reports 
conducted  by  the  Health  Care  Financing  Administration  regional  offices  and  by 
additional  telephone  contacts  with  a  small  number  of  states.  The  data  presented 
here  is  current  as  of  mid-1984. 

B.  Number  and  Size  of  State  Medicaid  Lock-In  Programs 

Thirty-seven  state  Medicaid  programs  currently  operate  recipient  lock-in 
programs.  Nine  of  these  programs  were  established  after  the  enactment  of 
P.L.  97-35.  The  remaining  twenty-eight  programs  were  developed  before  its 
enactment,  half  of  these  prior  to  1979.  Several  states  have  indicated  that  they 
have  not  established  lock-in  programs  because  restrictions  on  the  number  of 
physician  visits,  prescriptions  or  other  services  covered  by  their  programs 


D.  Iannon.and  L.  Bartlett,  Reducing  Excessive  Utilization  of  Medicaid 
Services:  Recipient  Lock-In  Programsf  National  Governors'  Association, 
Washington,  DC,  June  1983. 


79 


effectively  preclude  recipients  from  consuming  an  excessive  quantity  of  these 
services.    The  State  of  West  Virginia  established  a  lock-in  program  in 
October  1981,  but  subsequently  terminated  its  program  in  August  1984. 

Before  passage  of  P.L.  97-35,  states  most  often  drew  upon  another  provision 
of  the  federal  Medicaid  statute  and  regulations  for  the  authority  to  establish 
lock-in  programs.  Section  1902(a)(30)  of  the  Social  Security  Act  requires 
that  state  Medicaid  programs: 

•  .  .  provide  such  methods  and  procedures  relating  to  the 
utilization  of,  and  payment  for  care  and  services  available 
under  the  plan  ...  as  may  be  necessary  to  safeguard  against 
unnecessary  utilization  of  such  care  and  services  .  .  . 

Regulations  at  42  CFR  456.23  further  require  that  the  state  Medicaid  agency 
have  a  "post-payment  review  process  that: 

"a.   allows  state  personnel  to  develop  and  review: 

1.  recipient  utilization  profiles, 

2.  provider  service  profiles,  and 

3.  exception  criteria;  and 

"b.    identifies  exceptions  so  that  the  agency  can  correct  misutilization 
practices  of  recipients  and  providers." 

Finally,  regulations  at  42  CFR  440.230  (d)  stipulate  that  the  state  Medicaid 
agency  "may  place  appropriate  limits  on  a  service  based  on  such  criteria  as  medical 
necessity  or  on  utilization  control  procedures." 

In  1982,  the  year  following  passage  of  P.L.  97-35,  approximately  27,500 
individuals  were  enrolled  in  the  37  state  Medicaid  lock-in  programs.  The  State 
of  Illinois'  lock-in  program  was  by  far  the  largest,  with  about  19,200  enrolled 
individuals,  or  roughly  70%  of  all  restricted  recipients  nationwide.  The  portion 
of  the  total  national  Medicaid  population  which  was  actually  restricted  was  quite 
small.  The  lock-in  population  represented  approximately  13  of  every  10,000 
Medicaid  recipients  across  the  country,  or  roughly  19  of  every  10,000  Medicaid 
recipients  in  those  states  with  lock-in  programs. 

While  the  number  of  states  operating  lock-in  programs  remained  constant  since 
1982,  the  size  of  the  restricted  population  enrolled  in  these  programs  has  more 
than  doubled,  increasing  to  over  64,000  by  mid-1984.  Of  this  growth  increase  of 
nearly  37,000  individuals,  over  90%  is  the  result  of  major  expansions  in  three 
states'  lock-in  programs— Illinois,  New  Jersey  and  New  York.  The  Illinois  lock- 
in  program  has  remained  the  largest,  doubling  in  size  to  42,000  individuals. 
Information  on  the  size  of  individual  states'  lock-in  programs  is  presented  in 
Table  IV-1. 

Most  lock-in  programs  are  quite  small,  with  the  majority  of  states  having 
less  than  100  individuals  enrolled  in  each  of  their  programs.  Three  programs 
(Illinois,  New  York  and  Pennsylvania)  have  more  than  1,000  restricted  individuals. 
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C.    Program  Operation 


The  operation  of  lock-in  programs  in  most  states  follows  a  four-step  approach. 
These  steps  are: 

STEP  1.  The  Surveillance  and  Utilization  Review  Subsystem 
(SURS)  of  the  state's  automated  Medicaid  Management  Informa- 
tion System  (MMIS)  produces  an  exception  report  identifying 
recipients  whose  utilization  exceeds  certain  predetermined 
parameters  (e.g.,  more  than  12  physician  office  visits  per  year). 

STEP  2.     A  certain  percentage  of  cases  appearing  on  the 
exception  report  are  selected  for  further  manual  review. 

STEP  3.  Manual  reviews  of  claims  detail  reports  are  made  for 
those  recipients  selected  in  Step  2  in  order  to  identify  cases 
in  which  high  utilization  may  be  appropriate  (e.g.,  for  certain 
diagnoses  or  treatment  modalities). 

STEP  4.  Those  individuals  whose  high  utilization  is  deemed 
inappropriate  are  locked  in  to  appropriate  primary  providers, 
after  they  have  been  notified  of  this  decision  and  given  the 
opportunity  for  a  fair  hearing. 

More  detail  on  each  of  these  steps  is  presented  below. 

Step  1.    Generation  of  Exception  Reports 

The  first  stage  of  a  generic  lock-in  program  is  the  use  of  SURS  or  an 
equivalent  system  to  produce  exception  reports  identifying  recipients  whose 
utilization  exceeds  certain  predetermined  parameters.  The  exception  criteria 
used  for  creating  these  exception  reports  are  usually  developed  by  classifying 
participants  into  peer  groups,  computing  an  average  and  standard  deviation  on 
each  report  item  and  then  establishing  a  "normal"  range  of  indicator  values. 
They  are  based  either  on  the  average,  plus  or  minus  a  pre-deter mined  number  of 
standard  deviations  from  the  average,  or  on  a  specific  absolute  value  provided 
by  the  user.  The  standards  are  established  on  the  basis  of  professional  medical 
expertise  as  well  as  Medicaid  program  experience. 

A  wide  range  of  criteria  and  exception  limits  are  used  by  states  for  excep- 
tion processing.  Some  common  examples  of  exception  criteria,  or  measurement 
items,  include  the  following: 

o     number  of  office  visits, 

o     number  of  prescription  drugs, 

o     number  of  days'  supply  of  drugs, 

o     number  of  different  providers, 

o     number  of  emergency  room  visits,  and 

o  ,  total  dollars  paid. 

Virtually  every  criterion  is  designed  to  identify  overutilizers  by  measuring 
the  quantity,  frequency  or  variety  of  different  services  rendered.  Table  IV-2 
on  the  following  page  compares  the  varying  limits  used  by  certain  states  for 
some  common  criteria. 


82 


TABLE  IV-2: 

COMMON  EXCEPTION  CRITERIA,  VARIATIONS  IN  VALUES  ACROSS  STATES 

(Quarterly  Levels  in  effect  during  1982) 

#  In-Office  #  Emer. 

Medicaid                          #  Different        #  Different         Physician  Room 

Jurisdiction         #Rx        Pharmacies         Physicians            Visits  Visits 


Aiaoama 

1  o 

c 
D 

1  9 

Colorado 

25 

4 

Hawaii 

18 

28 

10 

Illinois* 

12 

7 

Kentucky 

Several 

9 

12 

Maryland 

10 

5 

New  Jersey 

12 

4 

4 

6  . 

Washington 

15 

5 

5 

12 

3 

W.  Virginia 

26 

6 

Wisconsin 

21 

7 

5 

10 

10 

*    Applicable  to  AFDC  category  of  recipients  only 


Step  2.    Cases  Selected  for  Manual  Review 

Presently,  all  states  conduct  a  review  prior  to  restricting  a  recipient 
to  a  primary  provider.  To  permit  the  reviewer  to  obtain  the  most  productive 
profiles  for  analysis,  exception  reports  will  usually  incorporate  a  severity 
index.  The  index  score  will  determine  the  rank  of  a  participant  who  exceeded 
the  exception  limits  and  will  reflect  the  extent  to  which  he  deviated  from  his 
peers.  The  index  is  computed  as  the  sum  of  products  of  weights  designed  to 
reflect  the  relative  importance  of  the  measurement  item,  the  time  interval 
assigned  by  the  user,  as  well  as  the  extent  of  the  deviation  from  the  exception 
limits.  The  index  or  list  is  -  printed  in  descending  rank  order  and  thereby 
enables  the  reviewer  to  begin  with  the  highest  exceptors. 

The  percentage  of  all  cases  appearing  on  the  computer-generated  exception 
list  that  are  subjected  to  further  manual  review  varies  widely  across  states, 
ranging  from  1%  to  100%.  The  number  of  cases  actually  reviewed  appears  most 
strongly  related  to  the  staff  resources  available.  Cases  that  are  not  selected 
for  manual  review  are  not  normally  considered  as  candidates  for  lock-in  during 
that  review  period. 

Step  3.    Manual  Review  Process 

In  Step  3,  summary  information  in  the  form  of  claims  detail  reports  is 
prepared  for  those  recipients  selected  in  Step  2.  These  reports  list  informa- 
tion from  every  claim  submitted  by  each  provider  who  rendered  services  to  the 
selected  recipient  within  a  specified  time  period.  A  manual  review  of  the  data 
is  then  conducted  in  order  to  distinguish  those  cases  where  high  utilization  is 
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appropriate  from  those  where  there  is  evidence  of  overutilization.  The  reviewer 
or  team  will  extract  and  analyze  the  pertinent  utilization  data  and  will  make  a 
recommendation  on  action  to  be  taken,  based  on  their  findings. 

Many  factors  are  examined  to  ascertain  the  nature  of  abuse  or  to  determine 
that  high  utilization  activity  may  or  may  not  be  medically  necessary.  Diagnosis, 
frequency  of  medical  encounters,  and  total  drug  use  are  among  the  major  items  of 
importance  for  review  consideration.  The  majority  of  states  employ  medical 
personnel  in  the  review  process,  although  a  few  states  involve  clerks  or  analysts 
at  initial  stages  of  data  extraction.  The  review  committee  or  team  usually 
includes  a  variety  of  medical  personnel  with  a  social  services  background.  The 
earlier  NGA  study  found  that,  in  most  states,  the  final  review  decision  is  made 
by  a  medical  professional,  usually  a  physician. 

Step  4.    Restrictions  Imposed 

Those  individuals  whose  high  utilization  is  not  deemed  to  be  appropriate 
are  informed  that  they  are  to  be  locked  in.  Most  states  interview  the  recipient 
prior  to  imposing  a  restriction.  The  main  reasons  for  conducting  an  interview 
are  to  inform  the  recipient  of  what  action  the  department  plans  to  take  and  to 
give  the  recipient  an  opportunity  to  select  a  primary  provider.  If  necessary, 
the  interviewer  is  available  to  assist  the  recipient  in  the  selection  of  a 
provider.  In  most  states,  however,  the  interview  seldom  leads  to  a  reversal  of 
the  lock-in  decision. 

At  the  time  a  recipient  is  informed  that  he  or  she  is  to  be  locked  in,  federal 
statute  requires  that  the  recipient  also  be  informed  of  his  or  her  right  to 
request  a  fair  hearing  to  review  the  basis  for  restriction.  Of  the  13,387 
recipients  recommended  for  lock-in  in  the  12  months  preceding  the  NGA  survey 
(mid-1981  to  mid-1982),  329  requested  a  fair  hearing  to  contest  the  decision. 
In  220  cases,  the  decision  to  impose  the  lock-in  restriction  was  upheld;  in 
28  cases,  the  decision  was  overturned.  The  remaining  81  cases  were  still 
pending  at  the  time  of  the  survey. 

The  earlier  NGA  study  found  that  some  states  restrict  the  specific  recipient 
identified  as  an  overutilizer,  while  others  restrict  the  entire  family  assistance 
unit.  Some  states  noted  that  the  entire  family  would  be  restricted  if  there  is 
evidence  that  an  adult  is  using  a  child's  Medicaid  ID  to  obtain  restricted  drugs 
or  other  services,  or  if  overutilization  is  documented  for  each  individual  family 
member.  A  recent  HCFA  assessment  of  the  Illinois  lock-in  program  found  that  the 
state's  policy  of  automatically  restricting  the  entire  assistance  unit  in  all 
cases  did  not  comply  with  the  intent  of  lock-in  program  regulations.  HCFA  has 
required  the  state  to  modify  this  policy  to  provide  for  the  imposition  of 
restrictions  only  upon  individual  overutilizers. 

The  duration  of  a  lock-in  requirement  varies  across  states.  Restrictions 
are  most  often  imposed  for  an  initial  period  of  7  to  12  months,  although  this 
period  can  range  from  under  6  months  to  over  24  months. 

Profiles  of  restricted  recipients  are  produced  periodically  to  allow  monitor- 
ing of  their  total  health  care  utilization.  Monitoring  is  done  at  the  state 
level  and  most  often  involves  a  review  of  recipients'  Claim  Detail  Reports.  The 
main  reason  for  periodic  review  of  profiles  is  to  determine  if  utilization  has 
changed  and  to  decide  whether  continuation  of  the  lock-in  is  warranted  after  the 
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initial  restriction  period  ends.  Recipients  may  remain  locked  in  until  monitor- 
ing shows  that  they  have  demonstrated  adequate  improvement  in  their  utilization 
and  that  their  utilization  patterns  are  within  acceptable  levels.  Pennsylvania 
may  also  conduct  an  additional  review  of  utilization  when  a  recipient  requests 
that  the  restriction  be  lifted.  In  addition  to  determining  the  duration  of  the 
lock-in,  some  states  indicated  that  periodic  reviews  allow  them  to  better  moni- 
tor program  savings. 

If  it  is  deemed  necessary  to  renew  the  restriction,  more  than  50  percent  of 
the  states  will  impose  an  additional  twelve-month  restriction  period. 

D.    The  Providers  to  Whom  Recipients  are  Restricted 

After  the  decision  has  been  made  to  lock  in  a  recipient,  a  primary  provider 
is  designated.  Depending  upon  the  nature  of  the  restriction,  this  provider  may 
be  a  physician,  pharmacy  and/or  other  type  of  provider.  Twenty-five  of  the 
37  states  with  lock-in  programs  can  restrict  recipients  to  primary  physicians 
and  23  to  pharmacies.  Most  states  (29)  have  the  option  of  imposing  a  dual 
restriction,  i.e.,  limiting  a  recipient  to  one  physician  and  one  pharmacy. 
Thirteen  states  list  "other"  types  of  providers  and,  of  these,  eight  indicated 
that  their  regulations  gave  them  maximum  flexibility,  allowing  them  to  restrict 
recipients  to  any  type  of  provider  participating  in  their  Medicaid  programs. 

In  practice,  the  vast  majority  of  the  restricted  recipients  (98.5%)  are 
restricted  to  either  a  primary  care  physician,  a  pharmacy,  or  both.  For  this 
reason,  the  following  discussion  of  the  responsibilities  of  a  primary  provider 
focuses  on  these  two  types  of  providers.  The  responsibilities  of  those  clinics, 
outpatient  departments,  and  dentists  who  serve  as  primary  providers  for  approxi- 
mately 1.5%  of  all  lock-in  recipients  are  similar  to  those  duties  of  the  primary 
physician. 

1.    Responsibilities  of  the  Primary  Physician 

In  general,  under  state  Medicaid  lock-in  programs  the  primary  care  physician 
is  delegated  the  responsibility  of  overseeing  the  health  care  needs  of  the 
restricted  recipient  and  providing  or  authorizing  all  medically  necessary  care 
for  which  the  recipient  is  eligible.  The  provider  should  be  knowledgeable  about 
the  recipient's  health  care  problems  and  aware  of  the  care  and  services  the 
recipient  is  receiving,  and  consequently  better  able  to  plan,  coordinate,  and 
monitor  the  delivery  of  health  care  services. 

Generally,  states  will  pay  only  for  ambulatory  care  claims  submitted  by  the 
primary  provider,  except  under  the  following  circumstances: 

o     In  cases  where  the  primary  physician  has  referred  a  recipient  to  another 
physician,  or 

o     In  cases  of  documented  emergencies. 

In  the  event  the  recipient  needs  specialty  care  or  services  which  the  primary 
physician  cannot  provide,  it  is  the  physician's  responsibility  to  refer  the 
recipient  to  an  appropriate  specialist.  There  are  basically  two  mechanisms  used 
to  authorize  referrals:  written  referral  slips  or  telephone  referrals.  In  most 
cases,  a  referral  slip  is  used  to  refer  a  patient  to  another  provider. 
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2.  Responsibilities  of  the  Primary  Pharmacy 


In  general,  states  restricting  recipients  to  one  pharmacy  require  that  the 
primary  pharmacy  be  responsible  for:  (1)  dispensing  prescribed  drugs  and  medical 
supplies  to  the  recipient,  and  (2)  monitoring  the  drug  utilization  of  the 
restricted  recipient.  Some  states  require  that  the  lock-in  pharmacy  maintain  a 
patient  profile  for  the  recipient. 

As  a  rule,  only  the  lock-in  pharmacy  may  bill  Medicaid  for  pharmaceutical 
services  provided  to  the  assigned  recipient.  Prescriptions  obtained  in  emer- 
gency situations  may  be  an  exception  to  this  rule  and  in  these  instances  payments 
are  usually  authorized.  To  address  the  need  for  emergency  services,  New  Jersey 
will  lock  in  a  recipient  only  to  a  pharmacy  which  provides  24-hour  services. 
New  York  advises  the  recipient  that  in  emergency  situations  he  is  to  obtain 
pharmacy  services  from  a  hospital  emergency  room  if  the  primary  pharmacy  is  closed. 

E.    Effect  of  Lock-In  on  Program  Expenditures 

1.    Gross  Savings 

All  states  with  lock-in  programs  in  operation  during  1982  indicated  that  their 
programs  appeared  to  have  achieved  at  least  one  of  their  intended  goals— namely, 
to  reduce  restricted  recipients'  utilization  of  Medicaid  services.  This  general 
statement  can  be  made  in  spite  of  the  fact  that  some  states  have  reported  cases 
in  which  an  individual's  utilization  actually  increased  after  the  restriction 
was  imposed.  For  example,  a  1980  study  of  the  Minnesota  lock-in  program  found 
that,  while  total  expenditures  were  reduced  under  the  state's  program,  15%  of 
the  recipients  incurred  greater  expenditures  under  the  restriction,  their  expen- 
ses averaging  68%  to  74%  higher  than  those  during  the  pre-restriction  period.* 

States  estimate  savings  due  to  lock-in  by  comparing  utilization  levels 
immediately  prior  to  the  imposition  of  the  restriction  with  those  experienced 
afterward.  These  comparisons  are  most  often  carried  out  on  a  sample  of  the 
state's  lock-in  population.  The  difference  in  Medicaid  expenditures  on  behalf 
of  the  sample  before  and  after  lock-in  are  extrapolated  to  a  state's  entire 
lock-in  population.  Estimates  of  these  amounts,  which  for  the  purpose  of  this 
report  are  identified  as  "gross  savings,"  are  presented  in  Table  IV-3  for  those 
states  that  were  able  to  provide  such  information  as  part  of  the'  1982  NGA  study. 

As  can  be  seen  from  Column  2  of  this  table,  an  estimated  $28.3  million  in 
gross  savings  was  reported  by  those  25  states  which  provided  dollar  estimates  of 
the  impact  of  their  lock-in  programs.  The  range  of  the  savings  was  quite  wide, 
from  $308  in  Arkansas  to  over  $16.3  million  in  Illinois.  Similarly,  the  percen- 
tage of  pre-restriction  total  expenditures  for  the  restricted  population  which 
these  gross  savings  represent  varies  from  state  to  state.  In  New  York,  for 
example,  gross  savings  were  estimated  at  26%  of  original  expenditure  levels. 
The  Minnesota  study  cited  above  found  expenditures  for  the  entire  restricted 
population  to  be  reduced  by  46%  while  the  restriction  was  in  place. 


See  "Case  Study  and  Analysis  of  the  Minnesota  Medical  Assistance  Recipient 
Restriction  Program,"  prepared  by  Pracon,  Inc.  as  a  Hoffman-LaRoche  Medicaid 
Utilization  Management  Program  Special  Reportf  Fairfax,  Virginia,  September 
1980. 
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Because  this  substantial  variation  in  total  savings  is  due  in  large  part  to 
the  difference  in  the  sizes  of  the  state  programs  (Arkansas  has  seven  recipients 
locked  in,  and  Illinois  reports  approximately  19,200  restricted  individuals),  a 
better  measure  of  the  effectiveness  of  these  programs  is  perhaps  the  annual 
gross  savings  estimated  for  each  lock-in  recipient.  These  figures  are  presented 
in  Column  3  of  Table  IV-3.  As  can  be  seen,  even  when  the  sizes  of  the  states' 
lock-in  programs  are  considered,  the  difference  in  levels  of  gross  savings  is 
nonetheless  significant,  ranging  from  a  low  of  $44  in  Arkansas  to  a  high  of 
$7,500  for  the  Utah  program.  (More  than  half  of  Utah's  savings  comes  from 
inpatient  hospital  savings.) 

For  the  25  states  providing  data  on  gross  savings,  the  average  annual 
savings  per  restricted  recipient  was  $1,019.  If  this  estimate  of  per  capita 
gross  savings  were  applied  to  the  approximately  986  restricted  recipients  in  the 
nine  lock-in  states  which  were  not  able  to  provide  savings  estimates,  an  addi- 
tional $1  million  in  gross  savings  could  be  attributed  to  lock-in  programs, 
bringing  the  nationwide  estimate  of  annual  savings  to  $29.3  million  in  1982. 

Although  the  figures  presented  in  this  section  are  valuable  in  providing  some 
rough  estimate  of  the  impact  of  lock-in  programs  on  Medicaid  expenditures,  some 
caution  should  be  used  in  comparing  savings  figures  across  states.  Several 
factors  other  than  the  direct  effectiveness  of  an  individual  state's  program  might 
affect  its  estimated  level  of  savings.    Among  these  factors  are  the  following i 

o    Representativeness  of  Sample 

As  indicated  earlier,  all  states  based  their  savings  esti- 
mates on  a  comparison  of  expenditures  made  before  and 
after  imposition  of  the  restriction,  under  the  assumption 
that,  all  other  things  being  equal,  pre-  and  post-utiliza- 
tion levels  should  be  generally  the  same.  Most  often 
states  compared  the  expenditures  for  only  a  sample  of 
their  total  lock-in  recipients,  although  several  states 
with  small  programs  performed  this  analysis  on  their 
entire  restricted  population.  The  criterion  most  fre- 
quently used  for  including  specific  cases  within  this 
sample  is  that  the  individual  maintained  continuous  Medi- 
caid eligibility-  throughout  the  entire  pre-  and  post- 
lock-in  periods.  If  these  samples  are  not  truly  represen- 
tative of  a  state's  entire  lock-in  population,  the  analy- 
sis might  yield  biased  estimates  of  the  real  dollar  impact 
of  the  program. 

o  Pate  of  Information 

The  savings  data  presented  in  Table  IV-3  for  the  most  part 
represent  states'  most  recent  estimates  of  program  impacts 
as  of  mid-  to  late  1982.  In  some  cases,  these  data  may  be 
several  years  older.  Consequently,  the  estimates  of  pro- 
gram impacts  do  not  cover  the  same  point  in  time  and  are 
not  suitable  for  comparison.  The  bulk  of  the  data,  however, 
reflects  1982  estimates. 
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Variations  in  Service  Packages  and  Reimbursement  Levels 


The  figures  presented  in  Table  IV-3  provide  estimates  of 
the  changes  in  expenditure  levels  associated  with  the 
imposition  of  lock-in  restrictions.  To  the  extent  that 
the  figures  reflect  not  only  the  changes  in  utilization 
levels  over  time  but  also  the  reimbursable  value  of  these 
services,  with  all  other  things  being  equal,  the  states 
with  high  reimbursement  rates  will  realize  greater  savings 
from  their  lock-in  programs. 

Similarly,  any  changes  in  the  service  package  or  reim- 
bursement levels  of  a  state's  Medicaid  program  which 
occurred  during  the  study  periods  and  which  were  not 
explicitly  accounted  for  in  the  comparative  analysis  would 
distort  the  actual  impact  of  a  state's  lock-in  program. 
Reductions  in  service  packages  or  reimbursement  levels 
would  likely  exaggerate  the  effects  of  the  lock-in,  while 
increases  in  coverage  or  reimbursement  rates  would  mask 
the  program's  full  effect.  Only  one  state  reported  ex- 
ploring the  impact  of  rate  changes  on  the  level  of  savings 
attributable  to  lock-in  restrictions:  Preliminary  data 
analysis  by  New  York  State  estimated  that,  if  historical 
growth  patterns  in  rate  and  expenditure  levels  were  con- 
sidered, the  state's  lock-in  program  might  be  saving  $1,900 
rather  than  $1,482  per  recipient  per  year. 

Method  of  Estimation 

Many  states  focused  their  estimates  of  cost  savings  on 
those  services  under  the  direct  control  of  the  primary 
provider  (i.e.,  in  the  case  of  a  pharmacy  lock-in,  drugs; 
and  for  physician  lock-ins,  ambulatory  services,  including 
emergency  room  care).  The  question  of  whether  lock-in 
programs,  particularly  physician  lock-ins,  had  any  effect 
on  inpatient  utilization  was  one  which  was  not  directly 
addressed  in  the  utilization/expenditure  analyses  carried 
out  by  most  states.  The  general  rationale  for  this  exclu- 
sion was  that  inpatient  hospital  services  were  far  more 
closely  controlled  by  the  physician  and  not  left  to  the 
recipient's  discretion  and,  therefore,  much  less  subject 
to  recipient-initiated  overutilization. 

Several  states  did,  however,  attempt  to  link  the  existence 
of  a  lock-in  restriction  with  a  change  in  inpatient  hospi- 
tal utilization  and  expenditures.  For  example,  of  the 
$7,500  in  annual  per  capita  gross  savings  shown  in  Table 
IV-3  for  the  State  of  Utah,  approximately  $4,320  is  derived 
directly  from  changes  in  inpatient  hospital  utilization. 
If  only  ambulatory  services  had  been  considered,  the  state's 
annual  per  capita  savings  would  thus  be  reduced  to  $3,180. 

< 

The  opposite  situation  existed  in  the  case  of  New  York 
State.    Like  Utah,  New  York's  estimated  $1,482  in  annual 
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per  capita  gross  savings  took  into  account  changes  in  in- 
patient hospital  utilization.  Unlike  Utah,  however,  the 
effect  of  including  inpatient  services  was  to  reduce  the 
level  of  New  York's  savings.  Expenditures  for  those  ser- 
vices that  fell  squarely  within  the  state's  restriction 
program— physician,  clinic,  and  pharmacy  services— were 
reduced  by  nearly  half.  In  addition,  expenditures  on  other 
ambulatory  services  such  as  dental  and  eye  care,  transpor- 
tation and  durable  medical  equipment,  which  were  not 
directly  restricted  by  the  lock-in  program,  were  reduced 
by  nearly  39%.  Institutional  long  term  care  expenditures 
also  dropped,  but  only  slightly.  On  the  other  hand,  inpa- 
tient hospital  expenditures  increased  from  the  pre-  to  the 
post-restriction  period  by  an  annual  per  capita  amount  of 
$265,  resulting  in  the  state's  final  estimate  of  $1,482  in 
per  capita  savings.  Clearly,  more  detailed  study  is 
required  to  fully  assess  the  impact  lock-in  programs  have 
on  utilization  of  inpatient  hospitalization  and  other 
services  not  directly  restricted  by  the  program. 

New  York  State's  analysis  of  the  impact  of  its  lock-in  program  also  revealed 
some  interesting  variations  in  savings  levels  by  type  of  restriction,  and  by  the 
assistance  category,  age,  and  sex  of  the  restricted  recipient,  as  indicated  in 
Table  IV-4.  There  were  sizable  variations  in  savings  across  different  types  of 
lock-in  restrictions.  Overall,  restrictions  resulted  in  a  26.396  reduction  in 
expenditures  from  pre-restriction  levels,  without  adjusting  for  inflation. 
While  the  number  of  cases  examined  for  certain  types  of  restrictions  is  too 
small  to  draw  firm  conclusions,  certainly  such  variations  suggest  the  need  to 
examine  in  further  detail  the  interaction  between  changes  in  utilization  and 
characteristics  of  individual  restricted  recipients. 

Further  details  on  New  York  State's  findings  are  presented  in  Table  IV-5. 
This  table  disaggregates  total  percentage  savings  by  type  of  service,  aid  cate- 
gory and  age  group.  These  data  are  preliminary  and  for  small  populations,  but 
they  reveal  certain  interesting  patterns.  Expenditures  for  certain  services, 
such  as  physician  and  pharmacy  services,  were  reduced  under  all  types  of  restric- 
tions and  for  all  subcategories  of  restricted  recipients.  Expenditure  levels 
for  other  services,  most  notably  inpatient  hospital  services,  were  much  more 
volatile,  increasing  under  certain  restrictions  and  for  certain  population 
groups  and  decreasing  under  others. 

The  savings  estimates  discussed  above  are  based  upon  comparisons  of  expendi- 
ture levels  before  and  during  lock-in  restrictions.  To  assess  the  longer  run 
impact  of  the  restrictions,  states  were  asked  whether  they  observed  a  rebound  to 
high  utilization  rates  after  the  restrictions  had  been  removed.  Five  states — 
Kansas,  Iowa,  Utah,  New  Mexico  and  Minnesota— had  found  evidence  of  such  a 
pattern.  Maryland  indicated  that  a  rebound  occurred  after  removal  of  voluntary 
restrictions  imposed  under  its  patient  education  program.  A  study  of  the  Minne- 
sota lock-in  program  indicated  that  during  the  restriction  period  overall  expen- 
ditures decreased  by  46%,  and  that  expenditure  levels  did  increase  in  the  12-month 
period  after  the  restriction  was  removed  but  were  nonetheless  13%  below  pre- 
restriction  amounts. 
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2.    Administrative  Costs  and  Net  Savings 


The  previous  discussions  have  focused  on  the  effect  lock-ins  have  had  on 
service  expenditure  levels,  the  difference  between  pre-  and  post-restriction 
levels  being  defined  as  "gross  savings."  To  more  accurately  assess  the  effect 
of  these  restrictions  on  overall  program  expenditures,  however,  consideration 
must  be  given  to  the  costs  associated  with  their  administration. 

Of  the  25  states  which  provided  information  on  the  gross  savings  from  their 
restriction  programs,  20  states  were  able  to  provide  some  estimate  of  the  annual 
administrative  costs  associated  with  the  operation  of  these  programs.  This 
information  is  presented  in  Column  5  of  Table  IV-3.  Individual  states'  estimates 
of  their  administrative  costs  varied  widely,  ranging  from  Hawaii's  finding  of 
almost  negligible  costs  to  a  high  of  $767,000  for  the  State  of  Illinois'  very 
large  program.  It  should  be  noted  that  Illinois,  which  in  early  1982  had  nearly 
eight  times  more  lock-in  recipients  than  the  state  with  the  next  largest  restric- 
tion program,  reported  administrative  costs  which  were  less  than  four  and  one- 
half  times  the  amount  reported  by  any  other  state. 

As  with  the  gross  savings  figures,  caution  should  be  used  in  interpreting  or 
comparing  these  figures,  which  in  many  cases  are  only  very  rough  approximations 
of  actual  expenses.  Many  of  the  caveats  presented  in  the  discussion  of  gross 
program  savings  also  apply  to  administrative  cost  estimates.  In  addition,  it 
should  be  noted  that  states  generally  did  not  allocate  to  their  lock-in  programs 
any  of  the  direct  costs  of  operating  their  MMIS  or  alternative  computer  systems. 
In  addition,  many  of  the  states  in  which  county  staff  played  a  role  in  adminis- 
tering the  program  were  unable  to  assign  a  dollar  value  to  these  inputs.  Thus, 
Table  IV-3  probably  understates  to  some  degree  the  true  administrative  costs  of 
the  program.  Further,  it  must  be  noted  that,  so  long  as  utilization  review  is  a 
federally  mandated  function,  a  large  portion  of  lock-in  program  expenditures 
represent  fixed  costs. 

The  relative  weight  of  directly  related  computer  costs  to  total  administra- 
tive costs  was  examined  in  the  previously  cited  study  of  the  Minnesota  program. 
Administrative  costs  were  calculated  in  three  different  ways: 

1.  Not  including  any  directly-related  computer  costs  (systems 
costs  being  viewed  as  fixed  costs  unaffected  by  operation  of 
the  lock-in  program); 

2.  Allocating  total  SURS  system  costs  to  the  lock-in  program, 
multiplied  by  the  percent  of  total  SURS  manpower  assigned  to 
the  program;  and 

3.  Allocating  50%  of  total  SURS  system  costs  to  the  lock-in  program. 

Annual  administrative  costs  for  the  Minnesota  lock-in  program  were  estimated 
to  be  $95,000,  $101,384,  and  $179,000,  respectively,  under  these  three  alterna- 
tives. Administrative  costs  were  thus  only  1%  higher  than  the  base  figure  when 
systems  costs  were  allocated  in  proportion  to  manpower,  but  88%  higher  when  half 
the  systems  costs  were  allocated  to  the  lock-in  program.  The  figure  derived 
from  the  second  alternative  was  used  as  the  estimate  of  Minnesota's  administra- 
tive costs  in  Table  IV-3,  since  SURS  usually  accounts  for  much  less  than  half 
the  contract  cost  of  an  MMIS  system. 
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Once  administrative  costs  are  calculated,  they  can  be  subtracted  from  gross 
savings  to  provide  an  estimate  of  the  net  savings  of  a  lock-in  program.  Net 
savings  for  those  20  states  which  were  able  to  estimate  administrative  costs 
totalled  $22.1  million.  Only  Arkansas,  which  had  only  seven  recipients  in  its 
program  at  the  time  of  the  survey,  reported  a  net  loss  for  its  lock-in  program. 
All  other  states  experienced  net  savings,  with  annual  savings  from  the  large 
Illinois  program  estimated  at  nearly  $18.6  million.  Net  savings  figures  are 
presented  in  column  6  of  Table  IV-3. 

Column  7  of  Table  IV-3  provides  estimates  of  annual  per  capita  net  savings. 
Excluding  Arkansas,  savings  estimates  ranged  from  $182  in  Virginia  to  $7,333  in 
Utah.  Across  all  of  the  listed  state  programs,  net  savings  averaged  $877  per 
restricted  recipient.  If  this  average  figure  were  applied  to  the  approximately 
3,541  lock-in  recipients  in  those  states  for  which  a  net  savings  figure  was  not 
available,  an  additional  $3,105,457  in  net  savings  would  be  projected.  This 
would  bring  the  estimate  of  nationwide  net  Medicaid  savings  produced  by  lock-in 
programs  to  $25.2  million. 

Another  way  of  assessing  the  efficiency  of  lock-in  programs  is  to  examine 
the  relationship  between  gross  savings  and  administrative  costs.  The  final 
column  in  Table  IV-3  presents  the  values  for  this  benefit-cost  ratio  for  those 
states  which  were  able  to  determine  their  administrative  costs.  With  the  excep- 
tion of  the  smallest  operational  lock-in  program  (Arkansas),  the  data  indicate 
that  the  states  more  than  recouped  their  administrative  costs  in  the  form  of 
program  savings.  The  range  is  from  $1.05  in  savings  for  every  dollar  spent  in 
New  Jersey  (which  operated  an  essentially  manual  system  at  the  time  of  our  study) 
to  $45  in  savings  per  dollar  expended  in  Utah.  The  average  benefit-to-cost 
ratio  for  all  states,  weighted  by  program  size,  was  $12.79  to  $1.  This  average 
figure  was  heavily  influenced  by  the  large  program  in  Illinois,  which  had  an 
estimated  return  of  $21.30  on  the  dollar.  The  average  for  all  other  states, 
excluding  Illinois,  was  $6.85  in  savings  per  dollar  spent. 

F.  Summary 

One  provision  of  the  new  section  1915(a)  of  the  Social  Security  Act,  added 
by  section  2175  of  P.L.  97-35,  provides  clear  federal  statutory  authority  for 
states  to  establish  Medicaid  lock-in  programs.  The  programs  restrict  recipients 
who  are  identified  as  abusing  or  overutilizing  Medicaid  services  to  receiving 
certain  services  from  a  single  designated  provider.  However,  the  majority  of 
states  had  already  established  such  programs  prior  to  the  passage  of  P.L.  97-35, 
citing  general  statutory  and  regulatory  language  regarding  utilization  control 
as  their  authority.  As  a  result,  since  OBRA,  the  number  of  states  having  lock- 
in  programs  has  remained  relatively  constant. 

Over  the  past  several  years,  however,  the  number  of  restricted  recipients 
enrolled  in  these  programs  has  risen  sharply  above  pre-OBRA  levels.  Between 
1982  and  1984,  the  number  of  lock-in  recipients  has  more  than  doubled,  increas- 
ing from  about  27,500  individuals  to  over  64,000.  Most  of  this  increase  has 
resulted  from  the  expansion  in  three  states'  programs— those  of  Illinois,  New 
Jersey,  and  New  York.  The  Illinois  program  is  by  far  the  largest,  with  over 
42,000  individuals  restricted  in  mid-1984.  While  many  states  are  administratively 
able  to  restrict  recipients  to  several  different  types  of  providers,  in  practice 
nearly  all  recipients  are  restricted  to  specific  physicians  or  pharmacies. 
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While  these  programs,  in  general,  appear  to  comply  with  federal  requirements, 
past  HCFA  regional  office  reviews  have  expressed  concern  with  at  least  one 
state's  policy  of  restricting  the  entire  assistance  unit  when  one  member  has 
been  identified  as  an  overutilizer. 

Many  states  have  conducted  their  own  analyses,  some  quite  rudimentary,  of 
the  cost-effectiveness  of  their  lock-in  programs.  In  general,  these  states  have 
found  their  lock-in  programs  to  result  in  savings,  which  they  measure  by  compar- 
ing Medicaid  expenditure  levels  for  restricted  individuals  before  and  after  the 
restriction  is  imposed. 
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V.  PROVIDER  LOCK-OUT  PROGRAMS 


A.  Introduction 

In  addition  to  authorizing  volume  purchasing  and  recipient  lock-in  programs, 
section  2175  of  P.L.  97-35  also  gave  States  clear  legislative  authority  to  use 
administrative  methods  to  sanction  providers  who  furnish  Medicaid  services  that 
are  not  medically  necessary  or  that  do  not  meet  standards  for  acceptable  quality. 
Specifically,  OBRA  added  section  1915(a)  to  the  Social  Security  Act,  which 
provides  that  a  State  will  not  be  held  out  of  compliance  with  federal  Medicaid 
State  plan  requirements  if  the  State: 

"(2)  restricts  - 

(B)  (through  suspension  or  otherwise)  for  a  reasonable  period 
of  time  the  participation  of  a  provider  of  items  or  services 
under  the  State  plan,  if  the  State  has  found,  after  notice  and 
opportunity  for  a  hearing  (in  accordance  with  procedures 
established  by  the  State),  that  the  provider  has  (in  a  sig- 
nificant number  or  proportion  of  cases)  provided  such  items  or 
services  either  (i)  at  a  frequency  or  amount  not  medically 
necessary  (as  determined  in  accordance  with  utilization  guide- 
lines established  by  the  State),  or  (ii)  of  a  quality  which 
does  not  meet  professionally  recognized  standards  of  health 
care,  provided  that  any  restriction  does  not  have  adverse 
effects  on  recipient  access  to  services." 

The  purpose  of  this  provision  is  to  provide  States  with  the  option  to 
exclude  those  providers  that  systematically  abuse  Medicaid.  Report  language 
accompanying  the  statute  expressed  concern  that  "some  providers  may  furnish 
unnecessary  services  in  order  to  maximize  reimbursement  under  Title  XIX  or 
provide  poor  quality  care  and  [the  committee]  wants  to  enable  States  to  penalize 
such  providers." 

This  chapter  describes  the  statutory  and  regulatory  requirements  for  Medicaid 
provider  lock-out  programs.  It  also  examines  the  States'  response  to  these 
provisions  (through  1984)  and  addresses  the  following  questions: 

o  How  many  States  have  implemented  lock-out  in  response  to  the 
provisions  contained  in  OBRA? 

o  What  has  been  the  experience  of  these  States  to  date:  number  and 
type  of  providers  placed  on  lock-out,  cost  savings  attributable  to 
lock-out,  and  criteria  used  to  identify  aberrant  providers? 

o  For  those  States  that  have  chosen  not  to  implement  lock-out,  what 
were  their  reasons? 

o  In  the  absence  of  lock-out,  what  mechanisms  are  used  by  States  and 
what  has  been  their  experience? 
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B.    Background:    Medicaid  Fraud  and  Abuse 


The  lock-out  provisions  of  section  1915(a)  were  intended  to  give  States 
additional  flexibility  to  manage  their  Medicaid  programs  by  filling  in  gaps 
perceived  to  extst  in  current  program  authority  to  sanction  abusive  providers. 
The  lock-out  provisions  of  OBRA  added  to  an  already  complex  web  of  over- 
lapping federal  statutory  and  regulatory  authorities  aimed  at  curtailing 
aberrant  provider  activities.  These  authorities  typically  call  for  sanctions 
either  to  bar  providers  from  program  participation  or  to  restrict  and  monitor 
their  activities.  Provider  lock-out,  then,  is  one  additional  component  within 
the  larger  context  of  federal  authorities. 

Activities  intended  to  restrict  the  activities  of  aberrant  providers  have 
been  addressed  historically  under  the  general  rubric  of  fraud  and  abuse. 
Within  the  framework  of  fraud  and  abuse,  the  bulk  of  State  efforts  have 
focused  on  fraud.  Fraud,  as  defined  in  Medicaid  regulations,  is  "intentional 
deception  or  misrepresentation  made  by  a  person  with  the  knowledge  that  the 
deception  could  result  in  some  unauthorized  benefit  to  himself  or  some  other 
person.  It  includes  any  act  that  constitutes  fraud  under  applicable  Federal 
or  State  law."  [42  CFR  455.2]  Cases  of  fraud,  if  substantiated,  are  prose- 
cuted as  criminal  offenses.  Prosecution  that  results  in  a  conviction  triggers 
the  appropriate  sanction,  exclusion  or  suspension,  that  bans  the  provider  from 
participating  in  the  program. 

Abuse,  on  the  other  hand,  is  not  as  clear-cut  as  fraud.  Abuse  means  provider 
practices  that  "are  inconsistent  with  sound  fiscal,  business,  or  medical  prac- 
tices, and  result  in  an  unnecessary  cost  to  the  Medicaid  program,  or  in  reim- 
bursement for  services  that  are  not  medically  necessary  or  that  fail  to  meet 
professionally  recognized  standards  for  health  care."  [42  CFR  455.2]  In  com- 
paring the  definitions  for  fraud  and  abuse,  the  crucial  distinction  is  the 
ability  to  prove  intent.  Put  simply,  abuse  can  be  characterized  as  aberrant 
provider  practices  where  intent  cannot  be  proved.  Administrative  remedies,  such 
as  lock-out,  are  to  be  used  in  those  cases  that  do  not  meet  the  requirements 
necessary  for  a  conviction  for  fraud  but  do  show  evidence  of  aberrant  behavior. 


1.    Medicaids  Relationship  to  Medicare 

Several  pre-OBRA  provisions  of  the  Social  Security  Act  require  State  Medi- 
caid programs  to  sanction  providers  in  certain  instances.  These  provisions 
include: 

o  Section  1903(i)(2)  of  the  Social  Security  requires  that  State 
Medicaid  agencies  exclude  from  payment  providers  who  have  been 
excluded  from  receiving  Medicare  reimbursement  or  whose  Medicare 
provider  agreement  has  been  terminated  for  reasons  which  include 
providing  unnecessary  or  poor  quality  services. 

o  Section  1862(d)  of  the  Social  Security  Act  authorizes  Medicare  to 
exclude  from  payment  a  provider  who  has  delivered  services  that 
are  "substantially  in  excess  of  the  needs  of  the  individual  or  of  a 
quality  which  fails  to  meet  professionally  recognized  standards  of 
care."  State  agencies  are  required  to  bar  from  Medicaid  participa- 
tion providers  who  are  restricted  from  participation  in  Medicare. 
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o  Section  1128(a)  of  the  Social  Security  Act  requires  State  Medicaid 
agencies  to  suspend  providers  who  are  convicted  of  a  crime  related 
to  delivery  of  services  under  the  Medicare  and  Title  XX  programs, 
in  addition  to  suspending  providers  convicted  of  a  Medicaid- 
related  offense. 

In  summary,  State  Medicaid  agencies  are  required  by  federal  statute  to  have 
in  place  administrative  methods  to  bar  from  participation  those  providers  iden- 
tified through  the  Medicare  program's  efforts  to  curtail  aberrant  provider 
behavior.  However,  the  Medicare  statutory  provisions  are  minimum  requirements. 
States  have  the  flexibility  to  go  beyond  Medicare-related  cases  and  restrict 
providers  who  are  barred  from  participating  in  other  State  and  federal  programs. 

2.    Federal  Medicaid  Regulations  Concerning  Fraud  and  Abuse 

Medicaid  regulations  at  42  CFR  455,  Program  Integrity,  are  the  primary 
source  of  federal  authority  aimed  at  curtailing  inappropriate  or  illegal  provi- 
der practices.  The  Medicaid  Program  Integrity  regulations  at  42  CFR  455.208  and 
42  CFR  455.210  implement  the  statutory  requirements  for  Medicare  that  were 
discussed  in  the  preceding  section.  This  section  reviews  those  Subparts  of  the 
Program  Integrity  regulations,  specific  to  Medicaid,  that  set  out  the  require- 
ments that  must  be  met  in  order  to  sanction  providers. 

Regulations  at  42  CFR  455  Subpart  D,  effective  October  1,  1978,  authorize 
States  to  create  and  maintain  State  Medicaid  Fraud  Control  Units.  The  unit  is 
responsible  for  investigating  and  prosecuting  all  State  laws  pertaining  to 
Medicaid  fraud.  In  addition,  the  unit  also  reviews  complaints  of  abuse  and 
either  refers  the  case  for  prosecution  or,  in  cases  where  prosecution  is  not 
warranted,  refers  the  complaint  to  an  appropriate  State  agency  for  action. 

The  Medicaid  Fraud  Control  Unit  is  separate  from  the  State  Medicaid  agency, 
which  must  enter  into  an  agreement  with  the  unit  under  which  the  agency  must 
refer  all  cases  of  suspected  fraud  to  the  unit  and,  at  the  unit's  request,  provide 
access  to  agency  records  and  data.  The  investigation  must  continue  until  other 
legal  proceedings  begin,  the  case  is  dropped  due  to  insufficient  evidence,  or 
the  case  is  resolved  between  the  provider  and  the  State  Medicaid  agency. 
Administrative  remedies  to  sanction  providers  may  be  imposed  in  the  resolution 
between  the  Medicaid  agency  and  the  provider.  The  agency  may:  1)  send  a  warning 
letter  to  the  provider;  2)  suspend  or  terminate  the  provider;  3)  seek  recovery 
of  payments;  and/or  4)  impose  other  sanctions  available  under  the  State  Plan. 

In  addition  to  the  Medicare-related  mechanisms  for  restricting  provider 
participation,  there  are  also  a  number  of  federal  Medicaid  regulations  that 
require  State  Medicaid  agencies  to  have  administrative  mechanisms  to  restrict 
providers.  Regulations  at  42  CFR  455  Subpart  A,  Medicaid  Agency  Fraud  Detection 
and  Investigative  Program,  set  out  requirements  for  State  Medicaid  agencies  to 
curtail  fraud  and  abuse.  The  regulations,  effective  April  27,  1983,  implement 
provisions  of  the  Omnibus  Reconciliation  Act  of  1980  (P.L.  96-499)  intended  to 
bring  Medicare  and  Medicaid  fraud  and  abuse  regulations  into  closer  alignment. 
State  Medicaid  agencies  are  required  to  investigate  alleged  instances  of  fraud 
and  abuse.  If  the  investigation  indicates  provider  fraud  or  abuse,  the  agency 
must  refer  the  case  to  the  Medicaid  Fraud  Control  Unit  or  the  appropriate  law 
enforcement  agency. 
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Regulations  at  42  CFR  455.203  address  administrative  sanctions  for  aberrant 
provider  behavior.  These  regulations  require  States  to  have  administrative 
procedures  to  exclude  providers  who  deliver  services  that  are  in  excess  of 
recipient  needs  or  fail  to  meet  professionally  recognized  standards  of  care. 
If  such  sanctions  are  to  be  imposed,  State  Medicaid  agencies  are  required  tot 
1)  give  written  notice  to  the  provider;  2)  give  the  provider  the  right  to  review 
and  appeal  the  proposed  sanction;  and,  3)  if  the  provider  is  to  be  excluded,  give 
notice  to  the  provider,  HCFA,  the  general  public  and  appropriate  other  parties. 

In  addition  to  specific  regulatory  authority  concerning  provider  sanctions, 
States  can  find  general  federal  legislative  and  regulatory  authority  to  identify 
and  discipline  providers  who  overutilize  or  misutilize  services.  Section 
1902(a)(30)  of  the  Social  Security  Act  requires  Medicaid  agencies  to  safeguard 
against  unnecessary  utilization  and  assure  that  payments  for  services  are  con- 
sistent with  efficiency,  economy,  and  quality  of  care.  Also,  regulations  at 
42  CFR  456.23  require  State  Medicaid  agencies  to  have  a  post-payment  review 
process  to  develop  provider  service  profiles  and  exception  criteria  to  correct 
misutilization  of  services. 

Finally,  State  Medicaid  agencies  could  use  mechanisms  available  under 
State  law  and  regulations  or  provisions  contained  in  provider  agreements  and 
manuals  to  sanction  providers.  The  type  of  mechanism  available  varies  from 
State  to  State,  but  could  include  closed-end  provider  agreements  or  contracts 
with  specific  provisions  concerning  utilization  and  use  of  authority  contained 
in  the  State  administrative  code  to  cancel  contractual  relationships. 


C.    Provider  Lock-Out  Programs 

Provider  lock-out  is  the  most  recent  federal  statutory  authority  aimed  at 
giving  State  Medicaid  agencies  increased  administrative  flexibility  to  enforce 
provider  sanctions  for  inappropriate  behavior.  It  is  intended  to  add  to  the 
existing  authority  contained  in  the  Program  Integrity  regulations  described  in 
the  preceding  section.  Regulations  implementing  the  lock-out  program  authority 
were  published  as  interim  final  on  October  1,  1981,  effective  August  13,  1981. 
The  final  rule  was  issued  May  24,  1983,  effective  June  22,  1983.  The  lock-out 
regulation  is  found  at  42  CFR  431.54,  titled  "Exceptions  to  Certain  State  Plan 
Requirements." 

From  the  enabling  statute  and  subsequent  regulations,  seven  separate 
requirements  for  lock-out  programs  can  be  identified: 

1.  The  restrictions  must  be  for  a  reasonable  period  of  time. 

2.  The  provider  must  be  given  notice  and  opportunity  for  a  hearing. 

3.  The  notice  of  restriction  must  be  given  to  HCFA  and  the  general 
public. 

4.  The  provider  must  have  delivered  services  not  medically  necessary;  or 

5.  of  a  quality  which  does  not  meet  professionally  recognized  standards 
of  care. 
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6.  The  provider  activity  in  question  must  have  occurred  in  a  significant 
number  or  proportion  of  cases. 

7.  The  restriction  placed  on  providers  must  not  have  adverse  effects 
on  recipient  access  to  care. 

In  addition,  regulations  at  42  CFR  431.51(d)  stipulate  that  States  choosing 
to  adopt  a  lock-out  program  must  certify  to  HCFA  that  statutory  and  regulatory 
safeguards  are  met. 

A  number  of  the  requirements  for  lock-out  programs  also  are  found  in  other 
sections  of  federal  regulations  that  either  align  Medicare  with  Medicaid  or  are 
consistent  Program  Integrity  regulations  (see  Table  V-l).  Three  of  these  require- 
ments, however,  are  found  only  in  provider  lock-out.  They  are  items  6  ("signi- 
ficant number")  and  7  ("recipient  access")  from  the  above  list,  plus  the  final 
requirement  that  the  State  certify  to  HCFA  that  statutory  and  regulatory  safe- 
guards met.    Each  of  these  unique  requirements  is  discussed  briefly  in  turn. 

First  is  the  requirement  that  the  provider  activity  in  question  occurred  in 
a  significant  number  or  proportion  of  cases.  Regulations  do  not  define  the  term 
"significant".  Also,  HCFA  has  not  issued  any  guidelines  on  the  issue.  However, 
based  on  conversations  with  HCFA  officials  in  the  central  and  regional  offices, 
States  are  allowed  to  determine  "significant  number  or  proportion  of  cases", 
provided  that  States  have  a  professional  review  component  in  addition  to  the 
statistical  identification  of  aberrant  providers  and  that  criteria  for  lock-out 
be  uniformly  applied. 

Thus,  States  have  a  great  deal  of  flexibility  in  setting  their  own  statistical 
criteria  for  identifying  aberrant  provider  practice  patterns.  It  seems  that 
States  can  use  their  existing  mechanisms  that  are  part  of  fraud  and  abuse 
identification  practices.  For  most  States,  this  would  mean  using  the  Surveillance 
and  Utilization  Review  Subsystem  (S/URS)  of  the  Medicaid  Management  Information 
System. 

Second  is  the  requirement  that  the  restriction  placed  on  providers  not  have 
adverse  effects  on  recipient  access  to  care.  Regulations  require  that  reasonable 
access  take  into  account  geographic  location  and  reasonable  travel  time.  The 
regulatory  language  does  not  define  reasonable  access  nor  does  the  regulation 
establish  criteria  for  evaluating  recipient  access  to  services.  The  only  guid- 
ance provided  on  the  issue  is  that,  in  response  to  a  comment  published  in  the 
final  regulations,  HCFA  noted  that  "because  of  the  infinite  number  of  combina- 
tions of  facts  and  circumstances,  reasonable  access  is  best  determined  only  on  a 
case-by-case  basis." 

The  third  requirement  unique  to  lock-out,  compared  to  the  other  federal 
statutory  and  regulatory  requirements  aimed  at  aberrant  providers,  is  that  of 
certification.  A  State  Medicaid  agency  that  implements  a  lock-out  program 
pursuant  to  P.L.  97-35  must,  in  the  quarter  in  which  the  lock-out  program  is 
adopted,  certify  to  HCFA  that  the  lock-out  program  contains  statutory  and 
regulatory  safeguards. 
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TABLE  V-l: 

Relationship  Among  Federal  Regulatory  Authorities 
That  Permit  Administrative  Restriction  of  Provider  Participation 


  MEDICARE  -----   ] 

[  MEDICAID  -  -  -  -] 

-  -  -  -  Program  Integrity  -  -  -  -  ] 
;  -  -  42  CFR  Part  420  Subpart  B  -  -  ] 

Exclusions  for     [     Suspension  for  J 
[  Fraud  &  Abuse      [  Conviction 

[  42  CFR  455 
[  Subpart  A 
[  Program 
[  Integrity 

j  j 

[     42  CFR  ] 
[     431.54  ] 
[  Lock-Out  ] 

Reasonable  Time 

yes              [            yes  ] 

[ 

[       yes  ] 

Hear  ing 

yes              [            yes  ] 

[  yes 

[       yes  3 

Notice  to  HCFA 

yes              [            yes  ] 

yes 

1        yes  I 

Not  Medically 
Necessary 

yes               [  — ■  ] 

[  yes 

[        yes  ] 

Quality 

[           yes              [              —  ] 

[  yes 

yes 

Significant 
Number 

[       yes  3 

Access 

E       yes  3 

Certification 
to  HCFA 

[       yes  3 

Notes : 


1.  Medicaid  regulations  at  42  CFR  455.208  deny  federal  financial  participation 
" .   .   .for  service  furnished  by  a  provider  while  that  provider  is  excluded  or 
terminated  from  participation,  or  otherwise  sanctioned,  because  of  fraud  and 
abuse  under  the  Medicare  program  ..." 

2.  Medicaid  regulations  at  42  CFR  455.210  requires  that  State  Medicaid  Agencies 
suspend  any  party  who  has  been  suspended  from  Medicare  for  conviction  of  a 
program-related  crime. 
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D.    State  Response  to  Lock-Out  Authority 


State  activity  in  response  to  the  lock-out  authority  contained  in  OBRA 
appears  to  be  minimal.  According  to  HCFA's  Bureau  of  Eligibility,  Reimburse- 
ment, and  Coverage,  three  States  (Nevada,  North  Carolina,  and  Virginia)  have 
certified  their  programs  as  of  October  1,  1984.  And,  of  these  three  States, 
only  Virginia  has  actually  locked  out  providers.  Nevada,  though  it  met  the  certi- 
fication requirement  in  1982,  has  not  yet  issued  State  regulations  necessary  to 
implement  lock-out.  North  Carolina  revised  their  State  regulations,  effective 
March  1984,  to  include  lock-out  provisions.  According  to  State  officials,  lock- 
out authority  was  added  to  expand  the  Medicaid  agency's  authority  to  restrict 
providers  beyond  that  allowed  by  existing  State  statute  and  regulation.  Thus 
far,  however,  North  Carolina  has  not  locked  out  any  providers. 

1.  The  Virginia  Lock-Out  Program 

The  Virginia  Medicaid  agency  has  implemented  a  partial  lock-out  program  that 
restricts  certain  physicians  from  acting  as  primary  care  physicians  for  those 
recipients  who  have  been  placed  in  the  lock-in  program  for  persons  who  over- 
utilize  Medicaid  services.  The  lock-out  program  was  implemented  because  the 
State  had  found  that  lock-in  recipients  tended  to  chose  a  primary  physician  who 
orders  or  delivers  exceptionally  high  numbers  of  services  to  their  patients. 
This  pairing  between  high  utilizing  recipients  and  overutilizing  physicians  had 
an  adverse  impact  on  the  cost  savings  potential  of  the  lock-in  program. 

Physicians  to  be  locked  out  are  identified  through  the  S/UR  subsystem. 
Physicians  whose  utilization  patterns  exceed  the  average  plus  one  standard 
deviation  on  service  criteria,  including  office  visits,  lab  tests,  and  prescrip- 
tion drugs,  are  notified  that  they  will  be  placed  on  lock-out.  Providers  have 
the  right  to  appeal  and,  if  the  appeal  is  denied,  lock-out  goes  into  effect  for 
six  months.  After  the  six  month  period,  the  case  is  reviewed  and  the  physician 
either  is  reinstated  or  is  placed  on  lock-out  for  an  additional  six  month  period. 

Virginia's  lock-out  program  addresses  the  access  requirement  as  follows: 

Recipients  do  not  lose  reasonable  access  to  services  of  ade- 
quate quality  as  a  result  of  these  restrictions.  Provider 
participation  is  such  in  Virginia  that  recipients  may  exercise 
choice  in  their  selection  of  primary  care  physicians  from 
Medicaid  enrolled  physicians  in  all  areas  of  the  Commonwealth. 
The  Recipient  Monitoring  Unit,  as  well  as  local  welfare  and 
health  departments,  are  available  to  assist  recipients  in  the 
Lock-In  selection  of  eligible  primary  care  physicians. 

Virginia's  lock-out  program  has  been  in  effect  since  January  1,  1983. 
Twenty-eight  physicians  were  identified  as  overutilizers  and  subject  to  lock-out. 
On  appeal,  fourteen  physicians  were  able  to  justify  their  utilization  patterns, 
leaving  a  total  of  fourteen  physicians  who  were  placed  under  lock-out  restrictions. 

2.  Other  State*  Programs 

While  North  Carolina,  Nevada,  and  Virginia  are  the  only  States  to  have 
certified  to  HCFA  that  they  are  operating  a  lockout  program  authorized  under 
section  1915(b),  the  other  Medicaid  statutory/regulatory  authority  described 
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earlier  may  allow  or  even  require  that  State  Medicaid  to  have  in  place  policies 
similar  to  those  for  lock-out  programs.  To  assess  the  degree  to  which  other 
States  have  in  place  such  similar  policies  on  provider  sanctions,  a  sample  of 
additional  eight  States  was  contacted  during  1984.  These  States  are  Indiana, 
Maine,  Michigan,  Missouri,  Montana,  New  Jersey,  Oregon,  and  Pennsylvania.  Two 
sources  of  information  were  reviewed  for  each  State.  First,  unstructured  inter- 
views were  conducted  with  the  State  Medicaid  agency  director  or  staff  in  each 
State.  Second,  annual  State  assessments  prepared  by  the  HCFA  regional  offices 
were  reviewed  for  each  of  the  eight  States.  The  assessments  evaluated  State 
efforts  to  sanction  providers  either  under  program  integrity  [42  CFR  455.203]  or 
lock-out  [42  CFR  431.54],  or  both. 

The  information  gathered  from  these  two  sources  yields  the  following  four 
general  results.  First,  all  of  the  States  contacted  have  administrative  poli- 
cies and  procedures  available  to  restrict  provider  participation  for  abuse  or 
overutilization  of  services.  Also,  though  these  administrative  mechanisms  are 
in  place,  the  States  surveyed  tend  to  rely  heavily  on  Medicare  exclusions  and 
suspensions  as  the  basis  to  restrict  Medicaid  providers. 

Second,  none  of  the  eight  States  made  program  or  policy  changes  in  response 
to  the  enactment  of  P.L.  97-35.  The  reasons  given  for  not  adopting  lock-out 
fell  into  two  categories.  Some  State  respondents,  when  analyzing  lock-out  in 
comparison  to  their  existing  programs,  did  not  see  that  lock-out  afforded  any 
additional  authority  or  flexibility  (e.g.,  Michigan,  Missouri,  Pennsylvania). 
Medicaid  officials  in  other  States  responded  that,  even  if  lock-out  provides 
additional  flexibility,  it  is  not  a  viable  option  either  because  of  concerns 
about  recipient  access  and  provider  participation  or  because  the  State  uses 
other  mechanisms  to  restrict  and  monitor  aberrant  providers,  such  as  Indiana's 
prior  authorization  program. 

Third,  the  annual  assessments  for  each  of  the  eight  States  surveyed  included 
an  evaluation  of  lock-out  procedures,  though,  as  noted  earlier,  none  of  the 
eight  States  had  actively  pursued  initiating  a  lock-out  program  under  provisions 
contained  in  P.L.  97-35.  Seven  of  the  eight  States  have  programs  that  appear  to 
meet  the  criteria  for  lock-out,  and  the  assessments  did  not  identify  substantial 
deficiencies  (see  Table  V-2). 

Only  one  State's  program — Pennsylvania's— did  not  meet'  all  the  lock-out 
requirements.  Under  that  State's  policies,  providers  can  be  restricted  before 
all  of  the  procedures  for  a  hearing  are  completed.  This  is  not  allowed  under 
lock-out  regulations  but  is  permissible  according  to  the  program  integrity 
regulations.  HCFA  has  taken  the  position  that  Pennsylvania's  program  exhibits 
the  characteristics  of  lock-out  and,  thus,  must  meet  the  regulatory  and  statu- 
tory requirements.  The  Pennsylvania  Medicaid  agency,  on  the  other  hand,  argues 
that  its  rules  and  regulations  on  sanctioning  providers  should  be  evaluated 
according  to  program  integrity  regulations,  not  under  lock-out,  because  the 
State  did  not  intend  to  nor  did  it  implement  a  lock-out  program.  The  issue  of 
which  regulation,  program  integrity  or  lock-out,  should  take  precedence,  is 
currently  under  review  by  HCFA  and  the  State. 

A  fourth  finding  is  that,  although  nearly  all  States  did  have  policies 
allowing  them,  to  suspend  abusive  providers,  in  practice  there  is  little  actual 
use  of  such  administrative  methods  to  suspend  or  exclude  aberrant  providers 
(see  Notes  to  Table  V-2). 
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Of  the  eight  States  surveyed,  only  the  New  Jersey  and  Pennsylvania  Medicaid 
programs  make  extensive  use  of  provider  restrictions  based  on  administrative 
mechanisms.  The  New  Jersey  Medicaid  program,  within  its  range  of  sanctions  for 
fraud  and  abuse,  suspends  providers  for  periods  of  one  year  or  less.  Suspen- 
sions are  typically  based  on  delivery  of  services  that  are  not  medically  neces- 
sary but  do  not  meet  the  criteria  for  prosecution  for  fraud.  It  should  be 
pointed  out,  however,  that  New  Jersey  tends  to  rely  more  heavily  on  efforts  to 
recover  overpayments  and  placing  providers  on  prepayment  edit  than  on  suspension. 
Data  specific  to  administrative  suspensions  is  not  available.  However,  in  the 
period  from  January  to  November  1984,  New  Jersey  excluded  110  providers  from 
Medicaid  participation.  This  includes  suspensions  as  well  as  debarments  (term- 
inations). Also,  during  the  same  period,  the  State  recovered  $5.2  million  in 
overpayments  to  providers. 

The  other  six  States  tend  to  use  available  mechanisms  to  monitor  and  restrict 
providers  that  are  short  of  lock-out  (see  Table  V-2).  The  type  of  administrative 
technique  used  varies  from  State  to  State.  Montana,  due  to  concerns  with  provi- 
der participation  and  recipient  access  in  a  rural  State,  places  providers  who 
demonstrate  aberrant  utilization  patterns  on  prepayment  edit  and  provider  educa- 
tion programs.  Indiana  requires  such  providers  to  receive  prior  authorization 
for  services.  Maine  refers  aberrant  providers  to  the  certification  and  licensing 
agencies.  Maine  Medicaid  then  would  terminate  the  provider  agreement  upon  denial 
of  license  or  certificate  renewal.  Oregon  is  preparing  to  implement  a  "minor 
sanctions"  program  to  suspend  providers  for  periods  of  less  than  one  year  for 
minor  violations  of  Medicaid  rules  on  abuse  and  misutilization.  Oregon  is 
proposing  this  program  as  a  reinterpretation  of  existing  authority,  not  as  a  new 
lock-out  program.  Finally,  almost  all  of  the  States  take  advantage  of  authority 
available  under  State  administrative  practices  acts  to  establish  closed-end  con- 
tracts or  write  individual  provider  contracts  that  specify  utilization  parameters. 


E.  Summary 

The  enactment  of  section  2175  of  P.L.  97-35  gave  States  explicit  legislative 
authority  to  use  administrative  methods  to  sanction  Medicaid  providers  who 
furnish  services  that  are  not  medically  necessary  or  do  not  meet  standards  for 
quality.  This  provision,  known  as  lock-out,  was  intended  to  give  States  the 
option  to  remove  from  program  participation  providers  who  systematically  abuse 
the  Medicaid  program,  without  requiring  full  legal  proceedings  and  a  conviction. 

State  response  to  lock-out  has  been  minimal.  Through  1984,  only  three  States 
took  action  to  add  lock-out  pursuant  to  the  authority  provided  by  P.L.  97-35. 
As  of  that  time,  only  one  State— Virginia— had  actually  locked-out  providers  on 
the  basis  of  P.L.  97-35  authority. 

Results  from  a  sample  of  States  that  did  not  change  their  programs  in 
response  to  lock-out  indicated  a  perception  that  the  provisions  of  P.L.  97-35 
did  not  provide  any  additional  authority  beyond  what  was  in  existence  in  federal 
and  State  practices  .prior  to  enactment  of  P.L.  97-35. 

States  have  taken  advantage  of  federal  authority  in  existence  prior  to 
lock-out  to  design  their  own  administrative  mechanisms  to  monitor  and  sanction 
abusive  providers,  including  prior  authorization,  pre-payment  edits,  and 
provider  education. 
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APPENDIX  A 


Brief  Summaries  of  All  Section  1915(b) 
Waiver  Requests  Submitted  by  States 


October  1981  through  December  1986 


NOTE:  The  formal  status  shown  for  each  waiver  request  has  been  updated  through 
December  1986.  Requests  submitted  before  October  1984  are  summarized  in  some 
detail,  but  not  all  summaries  have  been  updated  past  September  1984.  Informa- 
tion that  has  been  updated  is  so  noted.  In  most  cases,  waiver  requests  initially 
submitted  after  September  1984  have  not  been  summarized  in  any  detail,  although 
they  are  listed  very  briefly. 

Note  also  that  the  State  code  numbers  assigned  to  waiver  programs  in  this  listing 
do  not  conform  in  all  instances  to  the  numbering  system  used  by  HCFA.  In  this 
document,  waiver  proposals  that  were  withdrawn  and  subsequently  resubmitted  are 
counted  as  only  one  waiver  program,  although  "a"  and  "b"  suffixes  may  be  used  to 
differentiate  a  resubmittal  from  the  original  submittal.  The  numbers  assigned 
here  conform  to  those  used  in  Table  n-2  in  Chapter  n. 
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CALIFORNIA 


1.    [CA  1]    ON-LOK  PROGRAM 

Status:    Request  Withdrawn 

The  California  Department  of  Health  Services,  on  June  25,  1982,  submitted  a 
waiver  application  to  allow  On-Lok,  a  community-based  comprehensive  care  organi- 
zation in  San  Francisco,  to  enter  into  a  contractual  agreement  for  the  provision 
of  its  service  package  to  Medi-Cal  recipients.  On-Lok  has  operated  since  1971 
through  funding  from  a  series  of  federal  grants.  It  provides  a  wide  range  of 
medical,  social,  and  supportive  services  primarily  for  elderly  individuals  who 
have  been  certified  by  the  State  as  being  in  need  of  skilled  nursing  facility 
care.  With  the  federal  grants  coming  to  an  end,  the  organization  sought  to 
become  a  prepaid  capitated  health  plan  supported  principally  through  Medi-Cal 
(California's  Medicaid  program)  reimbursement. 

Based  upon  On-Lok's  experience,  significant  cost  savings  were  anticipated  from 
Medi-Cal  contracting  with  this  organization.  A  comparison  of  On-Lok's  per  unit 
cost  over  the  previous  three  years  with  other  populations  showed  a  range  of 
savings  per  recipient  from  $359  when  measured  against  Medi-Cal  institutional 
Non-Grant  Aged  costs  to  $1,494  when  measured  against  costs  for  the  Medi-Cal  share 
for  elderly  patients  in  the  county  skilled  nursing  facility  in  San  Francisco. 

After  reviewing  California's  request  for  waivers,  HCFA  recommended  that  the 
State  withdraw  this  request  and  resubmit  a  revised  request  for  a  waiver  under 
section  1915(c)  or  1115(a).  The  section  1915(b)  request  was  withdrawn  on 
August  12,  1982.  A  section  1115(a)  demonstration  proposal  was  subsequently 
submitted  and  approved;  another  1915(b)  waiver  application  was  not  submitted. 


2.    [CA  2]    SELECTIVE  HOSPITAL  CONTRACTING 

Status:    Request  Approved,  Program  Implemented, 
Waivers  have  been  renewed  twice. 

On  July  10,  1982,  California  submitted  a  request  for  waiver  of  several  State 
plan  requirements  under  the  authority  of  section  1915(b)(4).  The  State  proposed 
to  establish  the  Selective  Provider  Contracting  Program  (SPCP)  through  which  it 
would  contract  with  selected  hospitals  in  each  geographic  area  of  the  State  for 
the  provision  of  inpatient  services  to  Medi-Cal  recipients.  The  development  of 
this  program  was  mandated  by  State  legislation  (AB  799)  which  made  sweeping 
changes  in  the  State's  Medi-Cal  program. 

Under  the  Selective  Provider  Contracting  Program,  hospitals  are  given  the  oppor- 
tunity to  compete  for  contracts  with  the  State  to  serve  the  Medi-Cal  population. 
The  State  contracts  with  enough  hospitals  to  provide  sufficient  capacity  for 
Medi-Cal  patients,  selecting  those  hospitals  which  offer  the  State  the  most 
cost-effective  service  arrangements.  A  special  hospital  negotiator  was  appointed 
within  the  Governor's  office  to  negotiate  the  rates,  terms  and  conditions  of 
contracts  with  hospitals  for  the  State  fiscal  year  which  began  July  1982.  For 
subsequent  fiscal  years,  the  special  negotiator's  functions  were  assumed  by  the 
California  Medical  Assistance  Commission,  established  January  1,  1983. 

« 

Since  the  process  of  contracting  with  hospitals  could  not  be  carried  out  simul- 
taneously throughout  the  State,  the  negotiator  began  contracting  in  selected 
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CALIFORNIA  (cont'd) 


geographic  areas,  focusing  in  the  first  year  on  urban  areas.  The  negotiator 
initially  contacted  all  hospitals  in  an  area  to  determine  their  interest  in 
contracting  with  the  Medi-Cal  program.  After  receiving  indications  of  interest, 
the  negotiator  determined  whether  competitive  bidding,  negotiations,  and/or 
other  methods  of  procurement  was  most  appropriate  for  identifying  those  hospi- 
tals which  offered  the  most  cost-effective  arrangements  for  the  State. 

The  program  has  been  implemented  statewide  with  the  exception  of  several  counties, 
some  of  which  are  exempt  from  participation  due  to  the  existence  of  county-based 
prepaid  health  plans  and  other  organized  delivery  systems.  As  of  December  1983, 
approximately  90%  (~2,500,000)  of  all  Medi-Cal  recipients  receive  inpatient 
services  through  the  selective  hospital  contracting  system.  The  waivers  were 
initially  effective  on  October  1,  1982,  and  have  been  renewed  twice,  most 
recently  for  the  two-year  period  beginning  October  1,  1986. 


3.    [CA  3]    SELECTIVE  CONTRACTING  FOR  MENTAL  HEALTH  SERVICES: 
(SHORT- DOYLE  PROGRAM) 

Status:    Initial  Request  Withdrawn,  Subsequent  Request  Also  Withdrawn 

On  September  7,  1983,  California  resubmitted  a  second  request  for  waivers  to 
implement  a  consolidated  Short-Doyle  Medi-Cal  program.  The  Short-Doyle  Act 
(Welfare  &  Institutions  Code,  section  5600)  funds  community  mental  health  faci- 
lities that  are  under  the  direction  of  the  County  Directors  of  Mental  Health. 
The  California  Department  of  Mental  Health  and  the  Department  of  Alcohol  &  Drug 
Programs  oversee  the  county-based  administration  of  the  Short-Doyle  program. 
The  thrust  of  the  Short-Doyle  program  is  to  guarantee  mental  health  services  to 
people  regardless  of  their  ability  to  pay.  Prior  to  1971,  providers  rendering 
Short- Doyle  Services  to  Medi-Cal  recipients  were  reimbursed  by  Medi-Cal  on  a  fee- 
for-service  basis.  In  October  1971,  the  Short-Doyle/ Medi-Cal  (SD/MC)  program 
was  established.  SD/MC  allows  providers  to  be  reimbursed  through  the  Short- 
Doyle  program  for  services  rendered  to  Medi-Cal  eligibles.  The  Federal  share  of 
costs  incurred  was  recovered  through  the  State's  Medicaid  program  and  paid  to 
the  State  Department  of  Mental  Health,  not  the  providers.  45%  of  California's 
Medi-Cal  mental  health  expenditures  are  Short-Boyle/M edi-Cal  expenditures. 

California  requested  through  -this  waiver  application  to  consolidate  the  Short- 
Doyle/M edi-Cal  program  and  the  remaining  Medi-Cal  fee-for-service  mental  health 
benefits  in  order  to  coordinate  funds  management  for  mental  health  programs,  and 
to  allow  the  State  to  contract  directly  with  counties  for  the  provision  of 
mental  health  services. 

The  combined  SD/MC  and  fee-for-service  Medi-Cal  system  would  attempt  to  inte- 
grate services  that  are  currently  provided  by  public  and  private  providers. 
Mental  health  providers  will  be  given  the  opportunity  to  compete  for  contracts 
with  participating  counties  to  serve  Medi-Cal  recipients. 

This  request  had  been  submitted  previously,  on  September  17,  1982.  The  original 
request  was  withdrawn  July  28,  1983  after  a  conference  call  between  California 
and  HCFA.  The  State  determined  that  it  could  not  revise  the  waiver  request  to 
meet  federal  requirements  by  the  August  3,  1983  deadline.  HCFA  also  had  problems 
with  the  September  1983  submission,  and  it  was  formally  withdrawn  by  the  State 
in  July  1985. 
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4.    [CA  4]    PRIMARY  CARE  CASE  MANAGEMENT 

Status;    Request  Approved,  Program  Implemented, 
Waivers  have  been  renewed  once. 

On  December  20,  1982,  California  received  waivers  to  implement  a  partially 
capitated  primary  care  case  management  program  in  Los  Angeles,  San  Francisco, 
San  Diego  and  Riverside  Counties.  (The  waiver  effective  date  was  later  changed 
to  August  1,  1984.)  The  Department  of  Health  Services  will  contract  with 
physicians  to  obtain  health  care  services  for  AFDC,  ABD  and  Old  Age  Assistance 
recipients.  Physicians  contracting  with  the  State  receive  a  capitation  payment 
covering  two  mandated  services  and  an  array  of  non-mandated  services  as  deter- 
mined by  each  contract.  Any  non-capitated  services  provided  by  either  the 
primary  care  provider  (PCP)  or  another  provider  on  referral  are  reimbursed  on  a 
fee-for-service  basis.  Each  contractor  is  proposing  programs  which  may  serve 
from  2,000  to  30,000  individuals.  The  first  contract  was  signed  May  1,  1985 
with  a  provider  in  Los  Angeles  County.  By  late  1986,  more  than  a  dozen  contrac- 
tors and  several  thousand  recipients  were  participating  in  the  PCCM  program. 


5.    [CA  5]    PHASE-IN  OF  SIX-MONTH  GUARANTEED  HMO  ELIGIBILITY 

Status:    Request  Withdrawn 

On  December  14,  1982,  California  requested  waivers  to  implement  a  pilot  program 
with  the  Contra  Costa  Health  Plan  (CCHP),  a  small  federally-qualified  HMO  in 
Contra  Costa  County,  under  which  Medi-Cal  recipients  would  be  guaranteed  six 
months  of  eligibility  if  enrolled  in  the  plan.  Under  this  arrangement,  a  new 
AFDC  HMO  enrollee  would  be  guaranteed  M edicaid-paid  HMO  enrollment  for  six 
months,  even  if  the  individual  lost  Medicaid  eligibility  before  the  end  of  that 
period.  At  the  end  of  six  months,  eligibility  would  be  subject  to  monthly 
determination.  Medi-Cal  enrollees  would  have  been  able  to  disenroll  from  the 
plan  voluntarily  at  any  time  but  would  lose  any  guarantee  of  continued  eligibility. 

This  program  was  to  be  implemented  on  a  small  scale  so  that  its  cost-effective- 
ness could  be  measured  prior  to  statewide  implementation.  The  State  initially 
believed  that  a  six  month  eligibility  guarantee  would  provide  incentives  to 
recipients  to  enroll  in  the  HMO,  while  increasing  the  attractiveness  of  the 
Medi-Cal  population  to  other  HMOs. 

The  request  for  waivers  was  withdrawn  in  October  1983,  because  revised  State 
estimates  indicated  that  the  program  would  not  be  cost-effective. 

6a.  [CA  6a]    CONTRACTING  WITH  COUNTIES  FOR  MEDICAID  SERVICES 

Status:    Request  Withdrawn 

On  December  14,  1982,  California  requested  waivers  to  implement  a  "County  Health 
Systems  Program."  Under  this  program,  the  State,  through  the  Office  of  the 
Special  Medi-Cal  Negotiator,  would  have  negotiated  exclusive  contracts  with  any 
counties  willing  to  provide  or  arrange  for  the  provision  of  Medicaid  services 
for  their  residents.  The  counties  would  have  received  payment  on  a  capitation, 
prepayment  or  other  basis  as  determined  by  the  specific  contract. 
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(The  Special  Medi-Cal  Negotiator  was  appointed  by  the  Governor  to  negotiate 
rates,  terms  and  conditions  of  hospital  contracts  for  all  inpatient  Medi-Cal 
health  services  under  the  hospital  contracting  waivers  approved  by  HCFA  in  late 
1982.  The  Negotiator  has  now  been  replaced  by  the  California  Medical  Assistance 
Commission.)  The  Department  of  Health  Services  (DHS)  would  have  maintained 
responsibility  for  entering  into  contracts  based  on  the  terms  negotiated  by  the 
Special  Medi-Cal  Negotiator. 

HCFA  suggested  that  the  State  withdraw  this  general  request  for  waivers  and 
resubmit  a  specific  request  for  waivers  for  each  county  program.  The  generic 
contracting-with-counties  request  put  the  State,  through  the  Special  Medi-Cal 
Negotiator,  in  a  position  to  make  final  determinations  about  access,  cost- 
effectiveness,  and  the  adequacy  of  quality  assurance  measures.  HCFA  wanted  to 
be  able  to  review  the  details  of  each  arrangement  before  granting  the  waiver  and 
did  not  believe  it  could  delegate  such  authority  to  the  State.  California 
withdrew  its  waiver  request  on  May  18,  1983. 


6b.  [CA  6b]    SAN  MATEO  ORGANIZED  HEALTH  SYSTEM 

Status;    Request  Approved,  Program  Still  Under  Development 

On  January  14,  1985,  California  received  waivers  to  contract  with  the  San  Mateo 
Organized  Health  System  (OHS)  to  secure  health  care  for  the  Medicaid  population 
of  San  Mateo  County.  .  The  OHS  will  operate  as  a  Health  Insuring  Organization 
(HIO),  utilizing  all  hospitals  currently  accepting  Medi-Cal  and  most  of  the 
physicians  in  the  county.  OHS  will  receive  monthly  capitation  payments  of 
approximately  95%  of  fee-for-service  expenditures  and  will  subcontract  for 
primary  physician,  specialty  physician,  hospital  and  ancillary  services.  Primary 
care  physicians  will  be  capitated  for  a  limited-  service  package  and  will  serve 
as  gatekeepers/case  managers  for  all  other  services,  which  will  be  reimbursed  on 
a  fee-for-service  basis.  The  waivers  became  effective  July  14,  1985,  but  the 
program  is  still  under  development. 

San  Mateo  County  is  a  small  city/suburban  area  located  on  the  San  Francisco 
peninsula,  south  of  San  Francisco  city.  The  OHS  expects  to  have  277  participa- 
ting physicians  and  five  participating  hospitals  serving  27,000  Medicaid 
recipients. 

7.    [CA  7]    EXPANDED  CHOICE  OF  HEALTH  CARE  PLANS 

Status:    Request  Approved,  Program  Never  Implemented 

On  April  2,  1984,  California  applied  for  waivers  to  implement  a  primary  care 
case  management  program  in  six  sites  to  be  named  later.  The  goal  of  the  program 
was  to  replace  the  fee-for-service  system  of  health  care  delivery  with  the  provi- 
sion of  services  through  alternative  delivery  systems  such  as  HMOs  and  HIOs. 
Recipients  would  be  given  a  choice  of  health  plans  in  their  area.  Information 
would  be  disseminated  at  local  Department  of  Health  Services  offices  and  the 
program  would,  be  run  by  the  Medical  Assistance  Commission. 
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The  Expanded  Choice  of  Health  Plans  project  was  approved  by  HCFA  in  February 
1985  with  an  August  1985  effective  date.  Implementation  was  initially  planned 
for  San  Diego  County  and  the  San  Fernando  Valley  portion  of  Los  Angeles  County, 
but  complaints  from  advocacy  groups  about  the  adequacy  of  the  providers'  plans 
forced  the  postponement  of  the  Los  Angeles  County  portion.  The  Medical  Assist- 
ance Commission  proceeded  to  negotiate  contracts  with  health  plans  in  San  Diego 
County,  and  the  program  was  essentially  ready  for  a  July  1986  start-up.  At  the 
last  minute,  however,  the  State  legislature  refused  to  appropriate  funds  needed 
to  shift  approximately  160,000  San  Diego  recipients  into  prepaid  plans,  and  the 
program  died.  The  State  formally  notified  HCFA  of  the  program's  termination  at 
the  end  of  July  1986. 

Opposition  to  the  program  had  been  expressed  by  the  California  Medical  Associa- 
tion, which  was  particularly  concerned  about  the  elimination  of  the  fee-for- 
service  Medicaid  option  prior  to  proof  of  savings  through  the  health  plans. 


8.    [CA  8]    SELECTIVE  CONTRACTING— HOME-  AND  COMMUNITY-BASED  CARE 

Status;    Request  Pending 

On  February  8,  1985,  California  requested  a  section  1915(b)(4)  waiver  to 
restrict  free  choice  of  providers  under  the  home-  and  community-based  waiver 
approved  on  October  8,  1983.  HCFA  requested  additional  information  on  May  2, 
1985,  and  the  State  has  not  yet  responded. 


9.    [CA  9]    SANTA  BARBARA  HEALTH  AUTHORITY 

Status;    Request  Approved,  Program  Implemented 

(converted  from  section  1115(a)  demonstration  project) 

The  Santa  Barbara  Health  Initiative  (SB HI)  began  operations  in  September  1983 
as  a  federal  Medicaid  demonstration  project.  It  is  a  capitated,  case  managed 
program  that  provides  all  Medicaid  services  (except  dental)  to  all  Medicaid 
eligibles  residing  in  Santa  Barbara  County.  SBHI  is  operated  by  the  Santa 
Barbara  Special  Health  Care  Authority  (SBHA)  which  is  a  public  agency  indepen- 
dent of  county  government. 

SBHA  contracts  with  individual  and  group  physicians,  including  the  county  clinic 
system,  to  be  primary  care  providers  (PCPs)  and  perform  gatekeeper  responsibili- 
ties at  financial  risk.  SBHA  also  contracts  with  specialists,  hospitals,  and 
other  medical  care  facilities  to  serve  Medicaid  patients  on  a  per  diem  or  fee- 
for-service  basis.  Management  information,  claims  processing,  and  data  collec- 
tion systems  are  currently  operated  by  Jurgovan  and  Blair,  Inc.  (JBI),  SBHA's 
fiscal  agent. 

On  November  24,  1986,  HCFA  approved  California's  request  to  continue  the  program 
under  section  1915(b)  waivers,  effective  Janaury  1,  1987. 
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10.    [CO  1]    PRIMARY  CARE  CASE  MANAGEMENT — ROCKY  MOUNTAIN  HMO 

Status:    Request  Approved,  Program  Never  Implemented 

On  March  3,  1982,  Colorado  received  waivers  to  implement  a  primary  care  case 
management  system  for  Mesa  County,  a  rural  area.  The  program  would  have  required 
Medicaid  recipients  to  choose  a  physician  from  among  the  physicians  associated 
with  the  Rocky  Mountain  HMO,  a  federally  qualified  IPA-model  HMO  with  which  90 
percent  of  the  physicians  in  the  county  are  associated.  While  the  Rocky  Moun- 
tain HMO  already  served  60%  of  the  Medicaid  recipients  in  Mesa  County  through  a 
contract  with  the  Colorado  Department  of  Social  Services  (CDSS),  enrollment 
under  this  plan  would  have  been  mandatory. 

The  main  goal  of  this  proposal  was  to  assure  that  Medicaid  recipients  in  Mesa 
County  had  primary  care  physicians  who  assumed  responsibility  for  their  care. 
(Non-HMO  physicians  in  the  area  were  refusing  to  take  any  more  Medicaid  patients.) 
This  program  was  never  implemented  because  CDSS  decided  that  the  statewide 
primary  care  case  management  program  approved  under  a  separate  request  for 
waivers  could  meet  the  goal  without  requiring  individuals  to  enroll  in  the  HMO. 


11.    [CO  2]    PRIMARY  CARE  PHYSICIAN  PROGRAM 

Status:    Request  Approved,  Program  Implemented, 
Waivers  have  been  renewed  once 

On  August  2,  1982,  Colorado  received  waivers  under  section  1915(b)(1)  to  imple- 
ment a  Primary  Care  Physician  Program  (PCPP).  This  program,  designed  as  a 
mandatory  enrollment  primary  care  case  management  network,  was  implemented  by 
county  with  the  ultimate  goal  of  becoming  statewide.  Each  Medicaid  recipient 
residing  in  a  county  with  an  operating  PCPP,  except  those  who  have  already 
chosen  to  enroll  in  an  HMO,  must  choose  a  primary  care  physician  (PCP)  to  be 
responsible  for  overseeing  the  recipient's  primary  care  and  making  all  necessary 
referrals.    The  PCP  is  paid  on  a  fee-for-service  basis  for  care  given. 

All  Medicaid  participating  physicians  in  counties  where  PCPPs  have  been  imple- 
mented, including  outpatient  departments,  group  practices,  and  HMOs,  are  eligible 
to  be  PCPs.  As  of  mid-1986,  over  70,000  AFDC  recipients  (almost  80%)  are  parti- 
cipating in  the  program,  which  is  operational  statewide.  Savings  are  accruing 
from  the  PCPP  due  to  the  controlled  use  of  both  outpatient  and  inpatient  hospital 
services.  Quality  is  measured  using  standardized  utilizations  as  a  guide  and 
reviewing  figures  that  are  outside  of  these  ranges. 
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12a.    [CT  la]    TRANSPORTATION  CO-PAYMENTS:  First  Request 

Status:    Request  Disapproved 

On  December  3,  1981,  Connecticut  requested  a  waiver  to  allow  the  State  to  impose 
a  larger  copayment  on  taxi  and  livery  services  than  is  permitted  under  current 
regulations.  This  copayment  would  not  be  imposed  if  a  physician  certified  that 
the  individual  needed  repeated  trips  to  a  practitioner  or  facility  or  that  a 
taxi  or  livery  service  was  the  medically  required  type  of  transportation.  This 
application  was  denied  by  HCFA. 

12b.    [CT  lb]    TRANSPORTATION  COPAYMENTS:  Second  Request 

Status:    Request  Disapproved 

Connecticut  requested  waivers  of  sections  1902(a)(10)  and  1902(a)(14)  in  order 
to  institute  a  copayment  of  $1.00  for  certain  types  of  medical  transportation. 
The  copayment  requirement  would  not  have  applied  to  ambulances,  chaircars,  private 
cars  or  bus  reimbursement.  Ambulances  and  chaircars  would  be  exempted  because 
they  are  subject  to  existing  documentation  of  medical  need  and  prior  authoriza- 
tion requirements.  Copayments  were  Seen  as  a  method  of  controlling  the  utiliza- 
tion of  taxi  and  livery  services.    HCFA  disapproved  this  request  for  waivers. 

13.  [CT  2]    MIDDLESEX  COUNTY  PRIMARY  CARE  NETWORK 

Status:    Request  Approved,  Program  Implemented 

Under  section  1915(b)  waivers,  The  Connecticut  Department  of  Income  Maintenance 
(DIM)  began  operating  a  Primary  Care  Network  (PCN)  program  in  Middlesex  County 
on  June  1,  1986.  PCN  is  a  fee-for-service,  case  managed  Medicaid  program  which 
is  mandatory  for  2538  of  the  2986  AFDC,  Blind,  and  Disabled  categorical  eligibles 
in  the  county.  The  remaining  fifteen  percent  of  the  eligibles  serve  as  a  control 
group  for  evaluation  purposes  and  receive  services  under  the  regular  State 
Medicaid  program.  DIM  contracts  with  providers  in  the  State  to  act  as  Primary 
Care  Physicians  (PCPs)  and  to  manage  their  enrollees'  medical  care.  PCPs  are 
required  to  authorize  all  medical  services  except  dental,  vision,  pharmacy,  and 
long  term  care.  PCPs  are  paid  a  monthly  case  management  fee  ($5.00  for  physi- 
cians, $2.50  for  clinics)  for  each  of  their  enrollees  in  addition  to  being 
reimbursed  for  their  medical  services  according  to  prevailing  Medicaid  rates. 

14.  [CT  3]    HARTFORD  HEALTH  NETWORK 

Status:    Request  Pending 

On  December  13,  1985,  Connecticut  requested  waivers  under  section  1915(b)(1)  to 
permit  implementation  of  a  prepaid  primary  care  case  management  system  called 
Hartford  Health  Network  (HHN).  Operating  as  a  health  insuring  organization,  HHN 
would  arrange  for  the  primary  care  providers  from  (or  through)  whom  AF DC-related 
and  under-21  Medicaid  eligibles  living  in  the  City  of  Hartford  would  obtain 
primary  care  services  (except  in  an  emergency),  and  would  ensure  the  availability 
of  all  other  covered  services*  The  State  has  not  yet  responded  to  HCFA's  May 
1986  request  for  additional  information. 
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15.    [GA  1]    DENTAL  CASE  MANAGEMENT  FOR  CHILDREN 

Status:    Request  Withdrawn 

On  December  30,  1982,  Georgia  requested  primary  care  case  management  waivers  to 
allow  implementation  of  a  capitated  case  management  program  for  dental  services 
for  Medicaid  children  under  21  years  old  referred  by  the  EPSDT  program.  The 
program,  which  would  be  implemented  initially  in  4  counties,  would  lock  these 
recipients  into  a  specific  dental  case  manager.  These  providers  would  work 
under  contracts  with  the  State  and  would  be  reimbursed  at  a  monthly  capitated 
rate  based  on  95%  of  Medicaid's  average  payment  per  eligible  recipient. 

HCFA  responded  to  the  waiver  request  by  asking  the  State  for  additional  informa- 
tion and  clarification  on  April  6,  1983.  Correspondence  from  Georgia  indicated 
that  the  State  was  no  longer  interested  in  implementing  the  program  due  to  lack 
of  support  for  the  program  by  most  involved  interest  groups  and  implementation 
difficulties  anticipated  by  the  Department  of  Medical  Assistance.  The  waiver 
request  was  subsequently  withdrawn. 


HAWAII 

16.    [HI  1]    PROVIDE  ELIGIBILITY  INFORMATION  TO  HMO 

Status:    Request  Withdrawn 

On  June  14,  1982,  Hawaii  requested  a  waiver  of  section  1902(a)(7),  confiden- 
tiality, to  allow  Hawaii's  single  State  agency  to  release  the  names  of  AFDC 
Medicaid  eligibles  to  the  Kaiser  Foundation  Health  Plan,  a  federally  qualified 
HMO  which  has  a  Medicaid  contract.  In  its  request,  Hawaii  simply  forwarded  to 
HCFA  a  proposal  submitted  to  the  State  by  the  Kaiser  Health  Plan  operating  in 
Hawaii.  The  State  concurred  with  Kaiser's  assertion  that  granting  the  waiver 
request  would  result  in  cost  savings  through  increased  enrollment  in  Kaiser, 
which  has  lower  program  costs  than  the  Medicaid  fee-for-service  program. 

HCFA  requested  additional  information  on  September  16,  1982.  The  State  subse- 
quently decided  to  withdraw  its  waiver  request  on  October  12,  1982.  As  an 
alternative,  Hawaii  considered .  HCFA 's  suggestion  of  obtaining  written  authoriza- 
tions from  recipients  to  allow  the  release  of  their  names  to  Kaiser. 


17.    [HI  2]    DENTAGUARD  PREPAID  DENTAL  PLAN 

Status:    Request  Withdrawn 

On  April  18,  1983,  Hawaii  requested  a  freedom  of  choice  waiver  in  order  to 
implement  the  DentaGuard  program,  which  would  provide,  on  a  prepaid  basis,  com- 
prehensive dental  coverage  for  the  State's  Medicaid  recipients.  In  its  request, 
Hawaii  forwarded  a.  proposal  submitted  to  the  State  by  DentaGuard,  Inc.,  a  closed 
panel  HMO-type  delivery  system  not  yet  fully  operational.  The  State  provided  no 
detailed  comments  on  the  DentaGuard  proposal  except  to  emphasize  Dentaguard's 
offer  of  a  20%  reduction  in  the  State's  Medicaid  dental  program  costs  in  the 
first  year  of  operation. 
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On  May  9,  1983,  Hawaii  withdrew  its  request  for  waivers,  citing  its  intention  to 
resubmit  a  later  waiver  request  following  selection  of  a  prepaid  plan  provider 
through  a  competitive  procurement  process.  To  date,  Hawaii  has  not  fowarded  a 
subsequent  waiver  request  for  the  provision  of  Medicaid  dental  services. 


ILLINOIS 

18.    [IL  1]    SELECTIVE  HOSPITAL  CONTRACTING  ("ICARE") 

Status:    Request  Approved,  Program  Implemented 

In  March  1985,  Illinois  received  approval  under  section  1915(b)(4)  to  implement 
its  "Illinois  Competitive  Access  and  Reimbursement  Equity"  (ICARE)  Program.  In 
developing  its  program,  which  was  authorized  by  the  State  legislature  in  1984, 
Illinois  consciously  sought  to  learn  from  and  build  upon  California's  initial 
success  in  hospital  contracting,  but  its  program  includes  a  few  unique  elements. 
In  particular,  the  State  was  concerned  that  an  excessive  amount  of  Medicaid 
hospital  care  was  being  provided  in  high  cost  facilities.  Thus,  hospitals  were 
awarded  contracts  to  provide  a  specific  number  of  patient  days.  Although  very 
few  hospitals  that  previously  provided  care  to  Medicaid  recipients  were  not 
awarded  contracts,  many  hospitals  were  awarded  contracts  to  provide  a  total 
number  of  Medicaid  patient  days  that  was  substantially  above  or  below  the  number 
they  provided  prior  to  the  contracting  process.  Illinois  hopes  to  achieve 
savings  by  shifting  Medicaid  utiliaation  to  lower  cost  providers.  (Subsequent 
to  the  program's  implementation  in  the  Chicago  area,  the  State  let  a  supplemen- 
tary contract  for  additional  specialty  care  days  in  that  area.) 

Illinois  began  phasing  in  the  ICARE  Program  with  hospitals  in  the  Chicago  area. 
Contract  negotiations  were  begun  in  December  1984,  with  the  first  contracts 
effective  June  1985.  Negotiations  were  subsequently  completed  in  other  areas  of 
the  State  and  have  resulted  in  Illinois  signing  contracts  with  hospitals  in 
Indiana,  Missouri  and  Wisconsin,  as  well  as  in  Illinois.  A  number  of  rural 
areas  will  not  be  included  in  the  selective  contracting  program  because  of  their 
small  population  size  and  the  lack  of  a  sufficient  number  of  hospitals  to  foster 
competition  for  Medicaid  contracts.  Nevertheless,  the  program  affects  the  vast 
majority  of  Medicaid  recipients  in  the  State.  Illinois  believes  the  program  has 
been  successful  and  is  seeking  .renewal  of  its  waivers. 


IOWA 

19a.    [IA  la]    SELECTIVE  CONTRACTING;  PRE-  AND  PERINATAL  CARE 

Status:    Request  Disapproved 

On  August  27,  1984,  Iowa  submitted  a  request  for  waivers  in  order  to  implement, 
via  selective  contracting,  a  capitated  case  management  program  for  the  provision 
of  pre-  and  perinatal  services  under  its  newly  established  medically  needy 
program.  The  State  proposed  to  contract  with  physicians  and  hospitals  for  the 
provision  of  a  comprehensive  package  of  ambulatory  and  inpatient  pre-  and  peri- 
natal services..  Access  to  and  the  cost-effectiveness  of  these  services  would  be 
enhanced  due  to  the  improved  coordination  of  services  and  the  identification  of 
a  regular  source  of  care  through  case  management. 
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Payment  for  services  provided  through  this  program  would  have  been  on  a  prospec- 
tively determined  capitated  basis  and  would  be  set  at  a  level  below  the  average 
projected  cost  of  like  services  provided  through  the  existing  Medicaid  State 
plan  reimbursement  methodology.  Iowa  planned  to  implement  this  program  initially 
in  selected  geographic  locations,  but  the  waiver  request  was  disapproved. 


19b.    [IA  lb]    COMPREHENSIVE  OBSTETRICAL  SERVICES— MEDICALLY  NEEDY 
Status;    Request  Pending 

Subsequently,  in  May  1986,  Iowa  requested  waivers  to  provide  comprehensive 
obstetrical  services  at  a  cost  savings  to  medically  needy  pregnant  women  in  a 
limited  geographic  area.    HCFA  requested  additional  information  in  August  1986. 


KANSAS 

20.    [KS  1]    KANSAS  PRIMARY  CARE  NETWORK 

Status?    Request  Approved,  Program  Implemented, 
Waivers  have  been  renewed  once. 

Kansas  received  waivers  on  June  27,  1983,  to  establish  a  primary  care  network. 
The  network  was  implemented  on  February  1,  1984,  in  one  suburban  county,  Sedge- 
wick,  and  two  rural  counties,  Ottawa  and  Saline.  These  areas  were  chosen  due  to 
physician  willingness  to  participate.  These  pilot  programs  were  successful  in 
the  more  urban  areas,  and  the  program  was  subsequently  expanded  to  seven  counties 
in  the  State's  four  major  urban  areas. 

With  some  exceptions,  Medicaid  recipients  and  State-only  General  Assistance 
recipients  in  the  affected  counties  must  select  a  physician  case  manager  (PCM). 
The  PCM  is  then  responsible  for  providing  or  authorizing  all  needed  care,  with 
limited  exceptions.  The  State  reimburses  providers  on  a  fee-for-service  basis. 
The  PCM  also  receives  a  $3.00  monthly  case  management  fee  for  each  enrolled 
individual  for  his/her  services  as  a  primary  care  case  manager.  As  of  mid-1986, 
about  41,700  Medicaid  recipients  and  almost  4,000  State-only  recipients  were 
enrolled. 
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21.    [KY  1]    "CITICARE"  PRIMARY  CARE  NETWORK 

Status:    Request  Approved,  Program  Operated  for  one  year  and  then 
was  terminated  by  the  State 

On  November  10,  1982,  Kentucky  received  waivers  under  sections  1915(b)(1),  (3) 
and  (4)  to  implement  "Citicare,"  a  prepaid,  capitated  case  management  program 
through  which  the  approximately  40,000  AFDC  and  AF DC-related  Medicaid  recipients 
residing  in  Jefferson  County  (Louisville)  would  be  required  to  receive  most 
Medicaid  covered  services.  The  State  contracted  directly  with  Citicare,  a 
health  insuring  organization,  which  in  turn  subcontracted  with  physicians, 
pharmacies  and  other  health  care  providers  for  the  provision  of  medical  ser- 
vices. Management  and  administration  of  the  program  was  subcontracted  to  a 
subsidiary  of  HealthAm erica  Corporation.  The  program  became  operational  on 
July  1,  1983,  attained  an  enrollment  level  of  almost  40,000  recipients,  and 
secured  the  participation  of  slightly  over  300  primary  care  physicians,  several 
community  health  centers,  and  a  federally  qualified  HMO. 

Reimbursement  to  the  HIO,  Citicare,  was  on  the  basis  of  a  single  capitated  rate 
which  was  set  at  a  level  equal  to  95%  of  the  projected  fee-for-service  cost  per 
enrollee  for  a  like  benefit  package.  Citicare  then  divided  the  capitation 
payment  into  various  "pools"  for  payment  to  the  several  different  types  of 
providers.  The  primary  care  physician  case  managers  were  offered  financial 
incentives  for  such  outcomes  as  reducing  inpatient  utilization  and  the  inappro- 
priate use  of  emergency  rooms,  and  financial  disincentives  for  such  outcomes  as 
a  greater  than  projected  use  of  referral  services. 

Savings  expected  as  a  result  of  the  Citicare  program  were  to  be  shared  among  the 
State,  the  federal  government,  Citicare,  HealthAm  erica,  the  participating  primary 
care  physicians,  and  enrolled  recipients  in  the  form  of  expanded  services. 

After  one  year  of  operation,  on  June  30,  1984,  the  State  terminated  its  contract 
with  Citicare.  News  reports  at  the  time  indicated  that  the  State  wanted  to 
develop  an  improved  statewide  Medicaid  program  and  that  Citicare  was  not  a  model 
that  could  be  used  statewide.  The  recipients  formerly  enrolled  in  the  Citicare 
program  now  receive  Medicaid-covered  services  through  the  fee-for-service 
system. 
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22.  [KY  2]    SELECTIVE  HOSPITAL  CONTRACTING  IN  FAYETTE  COUNTY 

Status;    Request  Approved,  Program  Never  Implemented 

On  June  14,  1983,  Kentucky  requested  selective  contracting  waivers  in  order  to 
implement  a  preferred  provider  arrangement  which  would  restrict  the  providers 
through  which  Medicaid  recipients  in  Fayette  County  could  obtain  inpatient  acute 
care  hospital  services.  The  State  Medicaid  program  would  solicit  provider 
participation  through  a  competitive  bid  process.  Reimbursement  would  be  a  pre- 
established  composite  rate  based  on  a  "maximum  allowable  reimbursement  rate 
(MARR),"  determined  by  averaging  the  3  lowest  FY  83  Medicaid  rates  for  Fayette 
County  hospitals,  or  the  average  of  the  3  lowest  bids  from  hospitals.  Only  those 
providers  who  agreed  to  accept  this  reimbursement  level  would  participate  in  the 
program.    Cost  savings  were  expected  to  exceed  $3  million  annually. 

HCFA  approved  the  waiver  request  on  December  30,  1983.  On  May  14,  1984,  Kentucky 
withdrew  the  waiver  request  without  citing  a  reason  for  its  action.  The  program 
was  never  implemented. 

23.  [KY  3]    SELECTIVE  HOSPITAL  CONTRACTING  IN  FIVE  COUNTIES 

Status:    Request  Withdrawn 

On  October  5,  1983,  Kentucky  requested  additional  selective  contracting  waivers 
in  order  to  implement  a  preferred  hospital  provider  project  similar  to  the 
Fayette  County  project  in  5  additional  Kentucky  counties.  The  project  would 
restrict  the  provider  through  whom  Medicaid  recipients  in  Boyd,  Daviess,  Jeffer- 
son, McCracken  and  Warren  counties  could  obtain  inpatient  acute  care  hospital 
services.    This  request  to  expand  the  scope  of  the  preferred  provider  project  to 

5  additional  counties  was  submitted  as  a  new  waiver  request  and  not  as  an 
amendment  to  the  earlier  request  in  order  not  to  delay  implementation  of  the 
Fayette  County  project. 

As  with  the  Fayette  County  proposal,  the  State  Medicaid  agency  (KMAP)  would 
solicit  provider  participation  through  a  competitive  bid  process.  Reimbursement 
would  be  a  pre-established  composite  rate  based  on:  a  "maximum  allowable  reim- 
bursement rate  (MARR)"  determined  for  Jefferson  County  by  the  average  of  the 

6  lowest  prospective  rates  and  for  the  remaining  counties  by  the  lowest  prospec- 
tive rate  as  established  each  year  by  KMAP;  or,  for  Jefferson  County,  the 
average  of  the  6  lowest  RFP  bids  and,  for  the  remaining  counties,  the  average  of 
all  submitted  RFP  bids.  Only  those  providers  who  agreed  to  accept  this  reimbur- 
sement level  would  participate  in  the  program.  Cost  savings  were  expected  to 
exceed  $5  million  annually. 

On  May  14,  1984,  Kentucky  withdrew  the  waiver  request  without  citing  a  reason 
for  its  action. 
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24.    [KY  4]    KENTUCKY  PATIENT  ACCESS  AND  CARE  SYSTEM  (KENPAC) 

Status;    Request  Approved,  Program  Implemented 

The  Kentucky  Patient  Access  and  Care  System  (KenPAC)  received  federal  waivers  on 
January  30,  1986  and  began  serving  Medicaid  patients  on  March  1,  1986.  All  AFDC 
and  AF DC-related  Medicaid  eligibles  in  all  counties  with  sufficient  primary  care 
physician  (PCP)  coverage  are  required  to  enroll  in  KenPAC.  The  Kentucky  Depart- 
ment for  Medicaid  Services  (DMS)  contracts  with  individual  physicians,  clinics, 
and  rural  health  clinics  to  provide  primary  care  and  case  management  services 
(including  a  gatekeeping  function).  Payment  for  the  primary  care  services  is  on 
a  fee-for-service  basis  and  payment  for  case  management  services  is  $3.00  per 
enrollee  per  month.  PCP  authorization  is  required  for  all  services  with  the 
exception  of  emergency,  ophthalmology,  psychiatry,  obstetrics,  mental  health, 
vision,  dental,  podiatry,  EPSDT,  and  family  planning  services.  As  of  July  1, 
1986,  DMS  had  contracted  with  1,047  physicians  to  serve  Medicaid  enrollees  in 
109  out  of  120  counties. 


MAINE 

25.    [ME  1]    DRUG  COPAYMENT 

Status:    Request  Disapproved 

On  November  25,  1981,  Maine  requested  a  freedom-of-choice  waiver  to  allow  the 
State  to  impose  a  $.50  copayment  on  prescription  drugs  for  all  Medicaid  reci- 
pients with  the  exception  of  nursing  home  residents.  The  State  was  subsequently 
informed  by  HCFA  that  section  2175  of  PL  97-35  provided  no  statutory  authority 
to  provide  waivers  for  copayments. 


MARYLAND 

26.    [MD  1]    SELECTIVE  CONTRACTING— ORGAN  TRANSPLANTS 

Status;    Request  Pending 

In  October  1984,  Maryland  requested  section  1915(b)(4)  waivers  to  permit  imple- 
mentation of  a  program  under  which  the  State  would  selectively  contract  with 
hospitals  for  services  related  to  non-experimental  organ  transplants.  The  State 
has  not  responded  to  HCFA's  January  1985  request  for  additional  information. 
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27.    [MA  1]    PRIMARY  CARE  CASE  MANAGEMENT 

Status t    Request  Approved,  Program  Terminated  by  State 

On  July  19,  1982,  Massachusetts  sought  section  1915(b)  waivers  to  continue  and 
expand  the  State's  case  management  program  which  had  operated  since  1979  under 
federal  section  1115(a)  research  and  demonstration  waivers.  Under  this  program, 
recipients  may  opt  to  obtain  their  primary  health  care  from  participating  provi- 
ders such  as  HMOs,  clinics,  and  neighborhood  health  centers  which  have  been 
screened  by  the  State  for  quality  services  and  financial  accountability.  Once  a 
recipient  has  enrolled  with  his/her  chosen  health  care  provider,  he/she  selects 
a  primary  physician  who  is  responsible  for  case  management.  This  physician 
provides  all  primary  care  and  monitors  and  arranges  any  additional  care  such  as 
laboratory  tests,  x-rays,  specialist  consultations,  and  inpatient  hospital  care. 
Recipients  will  have  24-hour  access  to  their  primary  care  physicians. 

HMOs  receive  risk-based  capitation  payments  which  are  set  below  regional  average 
fee-for-service  costs.  Other  participating  primary  health  care  providers,  in 
return  for  monitoring  and  arranging  needed  care,  will  receive  regular  Medicaid 
fee-for-service  reimbursement  and  share  any  savings  which  accrue  as  a  result  of 
the  program.  It  was  planned  that,  after  the  program's  first  year,  these  primary 
providers  would  also  be  at  risk  for  the  total  amount  spent  and  would  have  to 
repay  the  State  a  portion  of  any  losses  incurred «, 

HCFA  approved  a  waiver  of  statewideness  requirements  on  October  15,  1982,  but, 
due  to  changes  made  by  the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982,  was 
unable  to  approve  waivers  of  the  rules  governing  capitation  arrangements  section 
190 3(m)  to  permit  organizations  other  than  HMOs  to  be  put  at  risk  for  inpatient 
hospital  costs.  The  requested  waiver  of  the  freedom-of-choice  requirement  was 
found  not  to  be  necessary  because  recipients  would  be  voluntarily  accepting  the 
restrictions  and  would  be  free  to  change  providers  or  disenroll  from  the  program 
at  will. 

On  December  28,  1982,  Massachusetts  requested  termination  of  the  statewideness 
waiver  because  "we  now  offer  voluntary,  risk-free  case  management  throughout  the 
Commonwealth."  The  withdrawal  may  also  be  related  to  the  approval,  in  early 
1983,  of  section  1115  demonstration  waivers  for  a  project  entitled,  "Competitive 
Managed  Health  Plans  for  AF DC  Medicaid  Recipients."  This  project  allows  Massa- 
chusetts to  experiment  with  alternative  capitation  and  risk-sharing  strategies 
with  non-HMO  providers. 
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28.    [MA  2]    COMMONWEALTH  HEALTH  CARE  CORPORATION 

Status;    Request  Withdrawn 

A  waiver  application  submitted  by  Massachusetts  on  July  21,  1982,  proposed  that 
a  private  non-profit  organization—The  Commonwealth  Health  Care  Corporation 
(CHCC),  made  up  of  a  group  of  Boston  hospitals  and  health  centers— provide 
coverage  for  the  categorically  and  medically  needy  AF DC-related  Medicaid  popula- 
tion in  the  City  of  Boston  through  a  primary  care  case  management  network  of 
providers.  . 

Under  this  program  of  Managed  Health  Care,  CHCC  would: 

o  enter  into  a  contract  with  the  State  to  provide  services  for  Medicaid  reci- 
pients covered  under  the  program  on  a  risk  basis  for  a  multi-year  period. 
CHCC  would  receive  a  fixed  monthly  payment  per  enrollee  equal  to  the  State's 
FY  1982  Medicaid  expenditure  level  per  Boston  AFDC  recipient; 

o  enter  into  contracts  with  a  series  of  member  institutions  and  other  provi- 
ders to  provide  services  to  Medicaid  eligibles,  again  on  a  risk  basis.  Such 
institutions  and  providers  would  form  networks  capable  of  meeting  the  basic 
service  and  administrative  requirements  and  would  be  known  as  "COREs"— 
Coordinated  Operating  and  Reporting  Entities; 

o  work  with  the  State  to  enroll  eligibles  with  individual  COREs  and  providers, 
to  monitor  utilization,  and  to  create  data  files  for  entry  by  the  State  into 
its  MMIS  system  in  order  to  provide  consolidated  MARS  and  SURS  reporting; 
and 

o     perform  certain  utilization  review  and  quality  control  functions. 

Massachusetts  withdrew  the  request  for  waivers  because  of  unresolved  issues.  In 
particular,  the  removal  by  TEFRA  of  HCFA's  authority  to  waive  section  1903(m) 
capitation  requirements  made  the  approach  difficult  to  pursue  under  section 
1915(b).  A  section  1115(a)  demonstration  proposal  was  subsequently  submitted, 
but  the  project  was  never  implemented. 


29.    [MA  3]    HEALTH  CHOICES  (12-month  eligibility  guarantee) 

Stains;   Request  Disapproved 

In  September  1986,  Massachusetts  sought  waivers  in  order  to  offer  a  12-month 
eligibility  guarantee  to  recipients  who  elected  to  enroll  with  a  prepaid  or 
managed  care  provider  under  the  State's  "Health  Choices"  Program.  The  request 
was  disapproved  by  HCFA  in  December  1986,  because  the  section  1915(b)  authority 
does  not  permit  waivers  of  federal  financial  participation  requirements. 
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30.    [MI  1]    PHYSICIAN  PRIMARY  SPONSOR  PLAN 

Status:    Request  Approved,  Program  Implemented, 
Waivers  have  been  renewed. 

On  February  9,  1982,  HCFA  granted  Michigan  waivers  under  section  1915(b)  to 
allow  implementation  of  the  Physician  Primary  Sponsor  Plan  (PPSP),  a  primary 
care  case  management  program  in  Wayne  County  (including  metropolitan  Detroit). 
The  effective  date  of  the  waivers  was  later  changed  to  July  1,  1982,  to  coincide 
with  the  PPSP  implementation  date. 

Selection  of  a  physician  sponsor  is  intended  to  be  mandatory  for  most—approxi- 
mately 340,000 — of  the  Medicaid  recipients  residing  in  Wayne  County.  (Not 
included  are  the  institutionalized,  crippled  children,  and  dual  eligibles.) 
Recipients  do,  however,  have  the  option  of  enrolling  in  a  Capitated  Ambulatory 
Plan  (CAP)  or  with  an  HMO  as  an  alternative  to  enrollment  in  PPSP.  As  of  mid- 
1986,  173,600  Wayne  County  recipients  were  enrolled  in  case  management  programs: 
82,300  recipients  in  PPSP,  2,800  in  CAPs,  and  88,500  in  HMOs. 

The  approximately  1,300  physicians  participating  as  sponsors  in  PPSP  are  reim- 
bursed on  a  fee-for-service  basis.  In  addition,  each  sponsor  is  paid  a  monthly 
case  management  fee  of  $3.00  per  enrollee  up  to  a  maximum  of  $3,000.00  per 
month.  Each  sponsor  must  agree  to  render  personally  50%  of  all  primary  care 
services  to  his/her  enrollees. 

A  formal  evaluation  carried  out  by  the  State  indicates  that  the  PPSP  program  has 
achieved  cost  savings  through  decreased  utilization  of  services  by  recipients 
enrolled  in  the  program.  Savings  for  the  AFDC  population  were  on  the  order  of  a 
13  percent  reduction  from  1983  to  1984  (net  of  case  management  fees  and  adminis- 
trative costs),  although  expenditures  for  those  under  age  14  increased  signifi- 
cantly.   A  slight  increase  was  noted  for  the  SSI  population. 

The  program's  waivers  were  recently  renewed  for  a  two-year  period,  effective 
September  29,  1986. 


31.    [MI  2]    CAPITATED  AMBULATORY  PLAN 

Status.:   Request  Approved,  Program  Implemented, 
Waivers  have  been  renewed. 

Implemented  in  April  1983  on  a  pilot  basis,  this  Michigan  program  permits  Medi- 
caid recipients  to  select  and  enroll  voluntarily  in  Capitated  Ambulatory  Plans 
(CAPs)  offered  by  participating  clinics  and  physician  group  practices.  As  in  HMO 
enrollment,  Medicaid  recipients  enrolled  in  a  CAP  receive  all  their  care  through 
the  CAP,  except  in  emergencies.  Unlike  HMOs,  the  monthly  capitation  rate  paid 
to  each  CAP  covers  only  ambulatory  and  physician  care?  inpatient  hospital  facil- 
ity charges  are  not  the  responsibility  of  the  CAP. 

CAPs  are  expected  to  provide  all  Medicaid-eovered  physicians'  services  and 
ambulatory  care  either  directly  or  through  subcontracts  with  appropriate  provi- 
ders. Inpatient  hospital  care  must  be  authorized  by  the  CAP  provider,  but  the 
facility  charges  are  paid  by  the  Medicaid  program  in  the  usual  manner.  The  CAPs 
are  required  to  provide  24-hour  telephone  access  and  medical  case  management, 
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including  preventive  services,  referral  and  authorization  for  appropriate  ser- 
vices, and  monitoring  of  each  enrollee's  utilization  of  all  medical/health 
services,  thereby  assuring  continuity  and  coordination  of  care.  Only  EPSDT 
screening,  dental,  inpatient  long-term  care,  and  personal  care  services  do  not 
have  to  be  authorized  by  the  CAP. 

The  capitation  rate  which  for  ambulatory  and  physicians1  services  is  set  at 
100%  of  expected  fee-for-service  costs  for  similar  recipients  in  the  same  area 
(26  category/age/sex  classes).  State  savings  are  expected  from  control  of 
inpatient  hospital  use.  CAPs  are  not  at  risk  for  inpatient  costs;  however,  they 
receive  a  bonus  payment  at  the  end  of  each  contract  year  if  inpatient  costs  for 
their  enrollees  are  less  than  80%  of  the  expected  costs. 

As  of  mid-1986,  four  CAPs  service  parts  of  four  counties,  primarily  Wayne 
(Detroit)  and  Kalamazoo.    Total  enrollment  is  about  4,300. 

In  the  first  project  year  (ended  March  1984),  expenditures  on  CAP  enrollees 
(including  bonus  payments)  were  about  90%  of  expected  costs  under  the  traditional 
program.  However,  this  estimate  may  be  skewed  by  low  enrollment  during  the 
start-up  year,  as  evidenced  particularly  by  the  low  rate  of  deliveries  for  CAP 
enrollees.  Second  year  results  were  sufficiently  positive  to  convince  HCFA  to 
grant  a  full  two-year  renewal  of  the  waivers,  effective  January  1986.  The  State 
plans  to  open  the  program  to  additional  providers. 


32.    [MI  3]    6-MONTH  HMO  LOCK-IN 

Status.:   Request  Approved,  Program  Implemented,  Waivers  Now  Expired 

Effective  January  1,  1982,  Michigan  received  waivers  of  certain  requirements  of 
section  1903(m)  to  require  Medicaid  recipients  enrolling  in  an  HMO  to  remain 
enrolled  in  the  HMO  for  a  period  of  5  months  if  they  do  not  elect  to  disenroll 
during  their  initial  enrollment  period  of  30  days.  Michigan  had  a  similar 
policy  in  place  prior  to  passage  of  the  Omnibus  Budget  Reconciliation  Act  (OBRA) 
of  1981,  which  prohibited  such  a  lock-in. 

The  request  to  reinstate  the  lock-in  program  under  a  new  authority  was  made 
because  the  State  believes  HMOs  to  be  a  cost-effective  vehicle  for  providing 
health  care.  Requiring  new  enrollees  to  stay  with  the  HMO  for  an  initial  period 
of  6  months  allows  the  recipient  to  become  accustomed  to  the  prevention-oriented 
manner  of  HMO  service  delivery. 

Passage  of  the  Tax  Equity  and  Fiscal  Responsibility  Act  (TEFRA)  in  August  1982 
rescinded  HCFA's  authority  to  grant  waivers  of  section  1903(m)  of  the  Social 
Security  Act  under  the  authority  of  section  1915(b),  thus  precluding  any  exten- 
sion of  Michigan's  HMO  lock-in  waiver  which  expired  December  31,  1983.  Elimina- 
tion of  the  lock-in  affected  82,000  recipients  enrolled  in  the  7  State  and/or 
federally  qualified  HMOs  with  which  the  State  has  Medicaid  contracts.  However, 
Michigan  continues ,  actively  to  enroll  Medicaid  recipients  in  HMOs  and,  as  of 
August  1984,  has  attained  an  enrollment  level  of  90,768  recipients. 
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33.  [MI  4]  COPAYMENTS 

Status;    Request  Disapproved 

On  June  28,  1982,  Michigan  submitted  a  request  for  waivers  under  section  1915(b) 
to  permit  the  imposition  of  cost-sharing  requirements  on  certain  services  for 
Medicaid  recipients  21  years  of  age  and  older: 

o     Podiatric  services  -  $2.00  copayment. 

o     Hearing  Aids  -  $3.00  copayment. 

o     Chiropractic  services  -  $1.00  copayment  on  each  visit. 

o     Pharmacy  services  -  $0.50  copayment  on  each  prescription  for  a  brand-name 
drug  product. 

Waivers  of  section  1902(a)(10),  comparability,  were  sought  for  all  proposals,  as 
recipients  under  age  21  would  be  exempt  and  thus  would  receive  a  greater  amount 
of  services  than  those  21  and  older. 

HCFA  denied  Michigan's  request  because  it  did  not  meet  the  purposes  or  require- 
ments for  which  waivers  can  be  granted  under  section  1915(b).  The  Tax  Equity 
and  Fiscal  Responsibility  Act  of  1982,  enacted  shortly  after  this  waiver  was 
requested,  restructured  Medicaid  copayment  rules  to  prohibit  imposition  of 
copayments  on  individuals  under  age  18  or,  at  State  option,  under  age  21. 
Michigan  has  implemented  the  requested  copayments  and  has  exempted  individuals 
under  age  21. 

34.  [MI  5]    PRIMARY  MENTAL  HEALTH  CLINIC  SPONSOR  PROGRAM 

Status:    Request  Approved,  Program  Implemented,  Waivers  Now  Expired, 
Program  continuing  without  waivers. 

In  support  of  a  statewide  deinstitutionalization  effort,  the  State  of  Michigan 
requested  waivers  to  implement  the  Michigan  Primary  Mental  Health  Clinic  Sponsor 
Program  (PMHCSP).  This  program  was  developed  to  provide  mental  health  services 
for  Medicaid  recipients  who  were  either  recently  deinstitutionalized  or  at  risk 
of  being  placed  in  an  institution.  The  Medicaid  waivers  necessary  to  implement 
the  program  were  approved  by  HCFA  on  February  17,  1983,  and  PMHCSP  became 
operational  on  April  1,  1983. 

The  PMHCSP  limits  Medicaid  coverage  of  comprehensive  mental  health  clinic  ser- 
vices to  those  provided  through  community  mental  health  (CMH)  boards  with  com- 
prehensive case  management  capabilities.  The  goal  is  to  reduce  inappropriate 
care  and  the  cost  associated  with  that  care  (i.e.,  nursing  home,  inpatient 
general  hospital).  Exclusion  of  non-CMH-af filiated  mental  health  providers  was 
justified  on  the  grounds  that  they  are  not  required  to  maintain  the  case  manage- 
ment and  referral  capabilities  which  are  required  of  CMH  boards  by  law.  As  the 
single  point  of  entry  to  the  public  mental  health  system,  the  board  is  believed 
to  be  in  a  position  to  eliminate  duplication  of  services  and  assure  follow-up 
and  appropriate  referrals  related  to  treatment.  CMHBs  coordinate  the  delivery 
of  a  full  scope  of  services  which  are  expected  to  result  in  a  net  reduction  in 
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program  costs  through  an  improvement  in  client  functional  levels  and  a  reduction 
in  institutionalization  and  service  duplication.  Approximately  4%  of  the 
State's  total  Medicaid  population  utilizes  these  mental  health  services. 

The  Michigan  Department  of  Social  Services  and  the  Michigan  Department  of  Mental 
Health  oversee  the  program  jointly.  The  program  waivers  expired  June  30,  1985, 
after  HCFA  disapproved  a  renewal  request.  However,  the  program  is  continuing 
(presumably  in  somewhat  modified  form)  without  waivers. 

A  more  detailed  summary  appears  in  Appendix  B. 


35.    [MI  6]    DENTAL  CAPITATION  PLAN 

Status;    Request  Withdrawn 

In  January  1985,  Michigan  requested  section  1915(b)  waivers  to  permit  implemen- 
tation of  a  dental  capitation  plan.    The  request  was  withdrawn  in  April  1985. 


MISSISSIPPI 

36.    [MS  I]    EXTRA  HOSPITAL  DAYS/LOW  BIRTH-WEIGHT 

Status:    Request  Withdrawn 

On  February  2,  1982,  Mississippi  requested  a  waiver  of  section  1902(a)(10), 
comparability  of  services,  in  order  to  increase  the  number  of  inpatient  hospital 
days  covered  under  the  State  Plan  for  low-weight  newborn  infants.  At  the  time, 
Mississippi  Medicaid  only  covered  20  hospital  days  for  all  categorical  groups. 
The  waiver  request  would  have  extended  the  number  of  covered  days  for  low-weight 
infants  by  10  to  30  hospital  days  depending  on  the  birthweight  of  the  infant. 
The  State  believed  its  request  was  consistent  with  the  federal  objective  of 
improving  the  accessibility  and  quality  of  specialized  health  care.  Mississippi 
sought  to  address  directly  the  problem  of  low-weight  newborn  infants,  as  the 
State  continues  to  have  one  of  the  highest  infant  mortality  rates  in  the  country. 

The  HCFA  Regional  Office's  analysis  of  Mississippi's  request  concluded  that  a 
waiver  was  not  necessary  to  extend  hospital  coverage  for  low-weight  newborns,  as 
federal  regulations  authorize  Medicaid  agencies  to  provide  medical  care  under 
the  EPSDT  program  even  if  the  agency  does  not  provide  these  services  to  other 
recipients.  HCFA,  in  an  internal  memo,  suggested  that  a  hospital  in  Mississippi 
could  identify  low-weight  newborns  as  qualifying  for  EPSDT  services,  thus  entitl- 
ing these  infants  to  receive  additional  inpatient  hospital  days. 

Mississippi  subsequently  withdrew  its  waiver  request  on  March  16,  1982. 
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37.    [MO  1]    JACKSON  COUNTY  MANAGED  HEALTH  CARE  PROGRAM 

Status:    Request  Approved,  Program  Implemented 

(converted  from  section  1115(a)  demonstration  project) 

Missouri  was  one  of  the  six  States  selected  by  HCFA  for  the  Medi-caid  Competi- 
tion Demonstration  Project.  (The  others  are  California,  Florida,  Minnesota,  New 
Jersey  and  New  York).  Missouri  substituted  a  prepaid  system  and  a  primary  care 
physician  program  for  the  approximately  26,000  AFDC  Medicaid  recipients  in 
Jackson  County  (which  includes  Kansas  City  and  Independence,  the  second  largest 
metropolitan  area  in  Missouri).  The  project  began  enrolling  recipients  in 
November  1983  and  completed  enrollment  in  March  1985.  Effective  January  1, 
1987,  Missouri  has  been  granted  a  section  1915(b)  waiver  to  continue  the  pro- 
gram, with  only  minor  modification,  as  a  regular  part  of  the  Medicaid  program. 

Under  the  demonstration,  the  Missouri  Department  of  Social  Services  (DSS)  con- 
tracted with  5  prepaid  health  plans  (PHPs):  a  federally  qualified  HMO,  2  federally- 
funded  neighborhood  health  centers,  a  public  teaching  hospital  and  an  osteo- 
pathic teaching  hospital.  As  of  January  1987,  there  are  four  contractors;  the 
osteopathic  teaching  hospital  has  withdrawn.  The  PHPs  are  paid  on  a  prepaid, 
capitated  basis  at  90%  of  projected  fee-for-service  (FFS)  expenditures.  None  of 
the  PHPs  had  experience  with  the  Medicaid  population  on  a  prepaid  basis  prior  to 
the  demonstration,  though  some  had  experience  with  prepayment  and  others  had 
experience  with  the  Medicaid  population.  The  DSS  also  contracts  with  about  50 
primary  care  physicians,  called  physician  sponsors  (PSPs),  who  receive  a  case 
management  fee  of  $1.50  per  enrollee  per  month  and  are  reimbursed  at  regular 
Medicaid  rates  on  a  fee-for-service  basis  for  services  actually  rendered. 

AFDC  Medicaid  recipients  are  required  to  choose  either  a  PHP  or  a  PSP.  During 
the  demonstration,  recipients  selecting  a  PHP  received  a  one-time  only,  six- 
month  eligibility  guarantee  and  were  locked  into  the  plan  for  6  months.  As  of 
January  1987,  there  is  no  eligibility  guarantee,  but  the  6-month  lock-in  still 
applies  for  3  of  the  4  PHPs.  (Federal  statute  precludes  its  being  implemented 
for  the  remaining  PHP.)  PSP  enrollees  can  change  providers  at  any  time,  but  are 
subject  to  the  regular  Medicaid  program  restrictions,  i.e.,  copayments,  a  second 
opinion  program,  and  certain  service  limitations. 


NEBRASKA 

38.  [NE  1]    IMPOSE  LIMITS  ON  PSYCHIATRIC  SERVICES 

SlSlus.:    Request  Withdrawn 

On  November  17,  1981,  without  citing  a  specific  authority,  Nebraska  requested 
waivers  to  impose  reimbursement  and  time  limitations  on  the  delivery  of  psychia- 
tric services.   The  waiver  request  was  withdrawn  on  December  2,  1981. 

39.  [NE  2]    SELECTIVE  HOSPITAL  CONTRACTING 
Status:    Request  Pending 

On  December  8,  1986,  Nebraska  requested  waivers  under  section  1915(b)(4)  to 
allow  the  State  to  act  as  a  prudent  purchaser  of  inpatient  hospital  services. 
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40.  [NV  1]  PRIMARY  CARE  CASE  MANAGEMENT  (U  OF  NV  MEDICAL  SCHOOfl 

Status;    Request  Approved,  Program  Implemented, 
Waivers  have  been  renewed. 

On  September  27,  1983,  Nevada  received  waivers  to  implement  a  primary  care  case 
management  program.  The  Nevada  Medicaid  Division  has  entered  into  a  partial 
capitation  arrangement  with  the  University  of  Nevada  School  of  Medicine  to  pro- 
vide primary  care  services  to  Medicaid  enrollees.  The  program  was  implemented 
November  11,  1984.  The  capitation  payment  covers  physician  services,  including 
referral  specialists,  laboratory  and  x-ray  services,  and  prescription  drugs. 
The  Nevada  Medicaid  Division  retains  responsibility  for  payment,  on  a  fee-for- 
service  basis,  and  prior  authorization  of  all  other  covered  services,  including 
inpatient  care.  This  program  serves  voluntarily  enrolled  Medicaid  eligibles, 
except  Blind  and  Disabled,  in  the  Reno  and  Las  Vegas  areas. 

Physicians  who  serve  as  primary  care  case  managers  are  residents  of  the  Univer- 
sity of  Nevada  Medical  School.  They  are  supervised  by  five  faculty  physicians 
in  Reno  and  two  in  Las  Vegas.  Since  the  State  contracts  with  the  supervising 
physicians  and  not  the  residents,  the  number  of  participating  residents  is  not 
readily  available.  As  of  mid-1986,  the  program  serves  about  2,600  recipients. 
While  the  project  is  growing  steadily  in  Reno,  the  Las  Vegas  branch  is  inhibited 
by  overcrowding  of  the  county  hospital  (Southern  Nevada  Memorial  Hospital). 

41.  [NV  2]    SINGLE  SOURCE  PHARMACY  PROJECT 

SlalllS.:   Request  Withdrawn 

Nevada  requested  section  1915(b)  waivers  on  December  7,  1983,  to  contract  with 
one  or  more  pharmacy  providers,  selected  through  a  competitive  bidding  process, 
in  order  to  achieve  a  more  cost-effective  drug  distribution  system.  The  single 
source  pharmacy  project  was  to  apply  to  outpatient  prescriptions  and  prescrip- 
tions for  inpatients  of  SNFs  and  ICFs.  The  selected  pharmacy  providers  would 
have  been  required  to  provide  or  arrange  for  emergency  prescription  services  on 
a  24-hour  basis.  The  project  was  to  be  implemented  in  Las  Vegas,  where  the 
potential  enrollment  was  13,163  recipients.  The  Las  Vegas  sites  were  to  be 
followed  by  sites  in  Reno.  Statewide  implementation  was  not  considered  because 
the  population  in  Nevada  is  largely  concentrated  in  Las  Vegas  and  Reno.  Some 
rural  communities  have  only  one  or  no  pharmacy. 

This  request  was  opposed  by  some  pharmaceutical  companies  and  by  the  Nevada 
Pharmaceutical  Association,  both  of  whom  argued  that  the  overall  cost  to  phar- 
macies would  increase.  They  also  argued  that  the  level  of  access  would  decrease 
and,  therefore,  patient  compliance  would  decrease.  This  request  for  waivers  was 
withdrawn  on  March  21,  1984. 
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42.  [NH  1]    IMPOSE  HIGHER  COPAYMENTS 

Status;    Request  Disapproved 

On  October  21,  1981,  the  New  Hampshire  Division  of  Welfare  submitted  a  three- 
part  waiver  request  seeking  permission  to: 

1.  Reimburse  directly  for  all  services  (e.g.,  pharmacy,  physician,  therapist) 
provided  to  nursing  home  patients,  even  when  those  services  would  exceed  the 
limits  set  for  the  rest  of  the  Medicaid  population.  (Normal  Medicaid  rules 
would  allow  nursing  home  patients  to  pay  for  such  services  from  their  own 
funds,  thus  reducing  the  amount  they  must  pay  the  nursing  home  and  increasing 
Medicaid's  costs.) 

2.  Impose  a  $10  copayment  on  hospital  outpatient  department  visits. 

3.  Impose  a  $3.50  copayment  per  prescription. 

Nursing  home  residents  would  have  been  exempt  from  the  copayments.  "Upon  approval 
of  the  copayments,  New  Hampshire  planned  to  remove  existing  limitations  on  the 
covered  amounts  of  these  two  services. 

HCFA  rejected  this  application,  noting  that  there  was  no  statutory  authority  for 
the  granting  of  waivers  for  copayments  and  that  the  request  did  not  meet  the 
necessary  criteria  for  any  of  the  four  freedom -of -choice  waiver  provisions.  In 
particular,  the  State  could  not  claim  to  be  sharing  with  recipients  savings  from 
the  use  of  cost-effective  services,  because  there  was  no  direct  link  between  use 
of  such  services  by  the  recipient  and  the  provision  of  additional  services. 

43.  [NH  2]    HMO  CASE  MANAGEMENT  (MATTHEW  THORNTON) 

Status;    Request  Approved,  Program  Never  Implemented 

On  June  1,  1982,  the  New  Hampshire  Division  of  Welfare  received  waivers  permit- 
ting the  State  to  establish  a  case  management  arrangement  for  Medicaid  reci- 
pients under  the  aegis  of  the  Matthew  Thornton  Health  Plan,  Inc.  (MTHP),  a 
federally  qualified  staff  model  HMO.  Under  the  arrangement,  AFDC  recipients  and 
Medicaid-eligible  foster  children  living  in  the  area  served  by  the  Nashua  Dis- 
trict Office  would  have  been  required  to  enroll  in  and  remain  enrolled  in  MTHP 
unless  an  exemption  was  granted  or  disenrollment  was  permitted  for  cause. 

A  contract  between  the  State  and  MTHP  became  effective  January  1,  1983,  but  the 
"default  enrollment"  provision  was  struck  from  the  contract  and  has  not  been 
implemented.  As  of  June  1984,  540  of  the  1,505  eligible  recipients  in  the 
catchment  area  were  enrolled  in  MTHP. 


A-22 


NEW  JERSEY 


44.    [NJ  1]    GARDEN  STATE  HEALTH  PLAN 

Status:    Request  Pending 

(proposed  conversion  of  section  1115(a)  demonstration  project) 

New  Jersey  operated  its  Medicaid  Personal  Physician  Plan  (MPPP)  under  the  sec- 
tion 1115(a)  demonstration  authority  through  the  end  of  1986.  MPPP  is  a  volun- 
tary case  management  program  for  non-institutionalized  AFDC  and  SSI  recipients 
in  eleven  counties.  It  began  operations  in  July  1983  in  three  counties  and  was 
phased  in  over  the  year  in  the  remaining  counties. 

MPPP  contracts  with  individual  physicians  to  act  as  physician  case  managers 
(PCMs)  and  provide  or  authorize  all  medical  services  covered  by  New  Jersey  Medi- 
caid. PCMs  are  paid  on  a  pre-paid,  capitated  basis  and  also  receive  a  $2.00 
monthly  fee  for  their  administrative  and  case  management  services.    In  December 

1985,  approximately  10,000  Medicaid  recipients  were  enrolled  in  MPPP.  By  Decem- 
ber 1986,  due  to  demonstration  phase-out,  enrollment  had  fallen  to  about  5,000. 

In  February  1986,  New  Jersey  applied  for  section  1915(b)  waivers  to  continue  the 
program  under  the  name  of  the  Garden  State  Health  Plan  (GSHP).  As  of  December 

1986,  the  waiver  request  is  pending;  some  aspects  of  the  MPPP's  method  of  paying 
physicians,  while  approvable  as  a  demonstration  project,  may  not  be  waivable 
under  the  section  1915(b)  authority.  HCFA  and  the  State  are  exploring  possible 
alternatives. 


NEW  YORK 

35.    [NY  1]    5-MONTH  HMO  LOCK-IN 

Status;    Request  Approved,  Program  Implemented,  Waivers  Now  Expired 

On  May  11,  1982,  New  York  received  waivers  under  the  authority  of  section 
1915(b)(4)  to  allow  the  imposition  of  a  five-month  lock-in  on  Medicaid  reci- 
pients who  voluntarily  enrolled  in  Health  Maintenance  Organizations  (HMOs)  and 
Prepaid  Health  Plans  (PHPs)  and  who  did  not  elect  to  disenroll  during  the  30  day 
initial  enrollment  period.  During  the  five-month  lock-in  period,  recipients 
were  allowed  to  disenroll  only -for  good  cause  through  a  written  grievance  proce- 
dure. The  loek-in  was  designed  to  encourage  HMO/PHP  Medicaid  contracting  and  to 
educate  enrollees  in  these  providers'  pattern  of  preventive  health  care  service 
delivery.  New  York  had  a  similar  lock-in  policy  for  Medicaid-eligible  HMO/PHP 
enrollees  prior  to  passage  of  the  Omnibus  Budget  Reconciliation  Act  (OBRA)  of 
1981,  which  rescinded  the  State's  authority  to  "lock-in"  recipients  to  HMOs. 

Passage  of  the  Tax  Equity  and  Fiscal  Responsibility  Act  (TEFRA)  in  August  1982 
rescinded  HCFA's  authority  to  grant  waivers  of  section  190 3(m)  of  the  Social 
Security  Act  under  the  authority  of  section  1915(b),  thus  precluding  any  exten- 
sion of  New  York's  HMO  lock-in  waiver,  which  expired  May  11,  1984.  However,  of 
the  approximately  28,000  Medicaid  recipients  then  enrolled  in  HMOs  and  PHPs, 
27,000  were  in  PHPs  exempt  from  the  section  190 3(m)  requirements  under  grand- 
fathering provisions  enacted  in  1976.  Under  existing  regulations,  New  York  is 
able  to  continue  its  lock-in  policy  for  those  recipients  enrolled  in  Prepaid 
Health  Plans. 
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46,    [NY  2]    LIMIT  PSYCHOLOGICAL  SERVICES  TO  ORGANIZED  MENTAL 
HEALTH  CLINICS 

Status:    Request  Withdrawn 

On  March  19,  1982,  New  York  requested  section  1915(b)  waivers  to  limit  Medicaid 
coverage  of  psychological  services  to  organized  mental  health  clinics.  The 
State  believed  that  the  most  cost-effective  and  quality-assured  method  of  provid- 
ing psychological  services  is  through  this  system  of  mental  health  clinics.  In 
those  areas  of  the  State  where  clinic  services  are  not  accessible,  recipients 
would  be  allowed  to  use  the  services  of  private  practicing  psychologists  subject 
to  prior  authorization  requirements.  New  York  asserted  that  the  program  would 
be  cost-effective,  assured  through  its  utilization  review  process,  and  would 
serve  to  limit  the  growth  of  inappropriate  utilization  of  these  services  while 
assuring  their  availability  when  needed. 

New  York  withdrew  the  request  in  June  1985. 


47.    [NY  3]    SELECTIVE  CONTRACTING  FOR  TRANSPORTATION 

Status:    Request  Approved,  Program  Never  Implemented 

On  January  4,  1984,  the  State  of  New  York  requested  waivers  to  implement  a 
program  restricting  New  York  City  Medicaid  recipients  to  the  most  cost-effective 
ambulette  (wheelchair  van)  and  livery  (curb-to-curb  taxi  service  for  the  disabled) 
providers  by  means  of  a  facility-specific  competitive  bidding/contracting  process. 
New  York  City's  ambulette  and  livery  services  are  arranged  directly  by  the 
medical  facility  through  which  the  recipient  receives  care.  Any  facility  (e.g., 
hospital,  clinic)  accounting  for  3,000  or  more  ambulette  client  trips  per  year 
would  be  required  to  participate  in  this  program. 

The  Medical  Assistance  Program  (MAP),  the  local  administrator  of  the  New  York 
City  Medicaid  program  and  the  agency  responsible  for  setting  ambulette/livery 
services  rates,  would  replace  the  current  flat  rate  reimbursement  system  with 
facility-specific  ambulette  rates  based  on  competitive  bidding.  In  addition, 
MAP  proposed  to  extend  bidding  and  contracting  procedures  to  the  selection  of 
companies  providing  facility-arranged  livery  services.  Expansion  of  the  avail- 
ability of  livery  services  was  expected  to  reduce  overutilization  of  the  more 
costly  ambulette  services. 

On  September  17,  1984,  HCFA  approved  New  York's  request  for  waivers  for  this 
program,  but  the  program  was  never  implemented.  New  York's  request  to  delay  the 
effective  date  of  the  waiver  to  June  1986  was  denied,  and  the  waiver  expired  in 
September  1986. 
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48.  [NY  4]    PHYSICIAN  CASE  MANAGEMENT-ERIE  COUNTY 
Status:    Request  Pending 

On  October  1,  1985,  the  State  Of  New  York  requested  section  1915(b)  waivers  to 
implement  physician  case  management  plans  in  five  counties.  HCFA  requested 
additional  information  regarding  the  specifics  of  each  of  the  plans.  On  Octo- 
ber 22,  1986,  New  York  supplied  specific  information  with  respect  to  the  pro- 
posed plan  in  Erie  County.    Waiver  approval  appears  likely. 

49.  [NY  5+]    PHYSICIAN  CASE  MANAGEMENT — 4  COUNTIES  (4  programs) 
Status;    Request  Pending 

On  October  1,  1985,  the  State  Of  New  York  requested  section  1915(b)  waivers  to 
implement  physician  case  management  plans  in  five  counties.  HCFA  requested 
additional  information  regarding  the  specifics  of  each  of  the  plans.  As  of 
December  1986,  New  York  had  supplied  specific  information  for  one  county  (Erie, 
noted  above),  but  had  not  yet  provided  additional  information  regarding  the 
other  four  plans  originally  proposed. 


NORTH  CAROLINA 

53.    [NC  1]    GATEKEEPER/CAPITATION  WITH  INCENTIVE 

Status:    Request  Approved,  Program  Not  Implemented 

(Similar  plan  subsequently  implemented  without  waivers.) 

On  March  8,  1983,  HCFA  approved  North  Carolina's  request  for  waivers  to  imple- 
ment a  partially  capitated,  voluntary  enrollment,  primary  care  case  management 
(PCCM)  system.  Originally  the  system  was  to  be  implemented  in  Durham,  Wake  and 
Edgecombe  Counties,  but  the  low  capitation  rate,  coupled  with  the  lack  of  start- 
up funds  for  providers,  led  to  the  withdrawal  of  participating  physicians.  The 
State  then  sought  to  establish  a  PCCM  system  in  Wilson  County,  a  rural  community 
where  approximately  85%  of  the  Medicaid  eligibles  were  currently  being  served  by 
the  two  clinics  interested  in  participating.  Start-up  funding  was  obtained 
through  a  grant  from  the  North  Carolina  Foundation  for  Alternative  Health  Pro- 
grams. North  Carolina  requested  a  change  in  the  waivers'  effective  date  to 
January  1,  1985,  but  this  request  was  denied  because  it  was  determined  that 
waivers  would  not  be  needed  for  the  plan  then  proposed.  The  program  was  subse- 
quently implemented  in  Wilson  County  without  waivers. 
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54.    [OH  1]    HMO  COPAYMENT  EXEMPTION 

Status:    Request  Withdrawn 

Effective  October  1,  1982,  Ohio  planned  to  impose  copayments  for  all  optional 
Medicaid  services.  In  anticipation  of  this  change  in  the  State  Plan,  on 
August  20,  1982,  Ohio  requested  a  waiver  of  section  1902(a)(10),  comparability 
of  services,  under  the  authority  of  1915(b)(3),  shared  savings,  to  permit  the 
State  to  exempt  HMO-enrolled  Medicaid  recipients  from  the  copayment  requirements. 

Ohio  felt  the  waiver  was  necessary  to  assure  continued  Medicaid  enrollment  in 
HMOs.  The  State  had  cost-effective  capitated  contracts  with,  at  that  time,  two 
HMOs  serving  approximately  7,000  recipients.  The  capitated  rates  are  based  on 
90%  of  the  average  adjusted  per  capita  costs  (AAPCC).  In  addition,  Ohio 
requested  a  waiver  of  42  CFR  447.58  in  order  to  assure  the  continuation  of 
equitable  capitation  of  HMOs.  42  CFR  447.58  requires  that  an  agency  calculate 
its  payment  to  an  organization  as  if  cost-sharing  charges  were  collected. 

Upon  review  of  the  request,  HCFA  determined  that  the  provisions  of  P.L.  97-248 
(TEFRA),  enacted  September  3,  1982,  eliminated  the  need  for  waivers  in  this 
case.  Specifically,  new  section  1916  States  that  categorically  needy  recipients 
enrolled  in  an  HMO  are  exempt  from  copayments.  The  requirements  of  42  CFR 
447.58  apply  only  if  the  prepayment  organization  does  not  collect  copayments 
which  the  State  imposes  and,  in  this  case,  application  of  copayment  require- 
ments is  prohibited  by  section  1916.  On  October  4,  1982,  after  receipt  of 
HCFA's  analysis,  Ohio  withdrew  its  waiver  request. 


55.    [OH  2]    SELECTIVE  CONTRACTING! — HOME  CARE 

Status;    Request  Approved,  Program  Implemented,  Waivers  Expired, 
Program  Continuing  Without  Waivers 

On  April  6,  1984,  Ohio  submitted  a  request  under  section  1915(b)(4)  to  permit 
competitive  bidding  for  Medicaid  home  and  community-based  services.  This  request 
is  one  component  of  a  comprehensive  program  to  manage  the  delivery  of  long-term 
care  services  for  Medicaid  recipients.  The  program,  known  as  PASSPORT,  links 
preadmission  screening  for  nursing  home  applicants  to  section  2176  home-  and 
community-based  services  contracted  for  under  competitive  bid  arrangements. 

The  PASSPORT  project  is  primarily  a  long-term  care  program  that  expands  the 
range  of  services  available  to  Medicaid  recipients  at  risk  of  institutionaliza- 
tion. At  the  same  time,  however,  Ohio  is  applying  restrictions  on  freedom  of 
choice  in  an  attempt  to  insure  that  the  new  services  are  delivered  in  a  cost- 
effective  manner. 

Ohio  applied  for  a  section  2176  waiver  to  implement  PASSPORT  in  August  1983. 
The  section  of  this,  application  that  requested  a  waiver  of  recipients'  freedom 
of  choice  was  found  to  be  beyond  the  authority  of  section  2176,  the  State  was 
advised  by  HCFA  that  a  separate  application  under  section  1915(b)  authority 
would  have  to  be  made.  Ohio  therefore  submitted  this  request  under  section 
1915(b)(4)  to  address  the  financing  and  provider  participation  elements  of 
PASSPORT.    (This  request  was  a  resubmission  of  an  earlier  waiver  request  that 
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was  submitted  in  January  1984  and  withdrawn  by  the  State  in  February  1984.)  All 
other  aspects  of  the  PASSPORT  program,  including  eligibility,  services,  case 
management,  etc.,  are  pursuant  to  section  2176  waiver  requirements. 

All  other  services,  including  primary  care,  are  excluded  from  freedom -of -choice 
restrictions.  Access  to,  and  reimbursement  for,  all  traditional  services  remain 
unchanged. 

Under  the  program,  the  State  contracts  with  organizations  called  Central  Adminis- 
trative Units  (CAUs)  to  provide  pre-enrollment  and  direct  care  services.  The 
CAUs  then  subcontract  with  providers  for  the  actual  delivery  of  services.  Ohio's 
request  for  the  section  2176  waiver  was  approved  August  30,  1984.  The  section 
1915(b)  component  of  PASSPORT  was  approved  by  HCFA  in  December  1984,  retroactive 
to  July  1,  1984.  Final  State  regulations  implementing  PASSPORT  became  effective 
July  10,  1984. 

The  section  1915(b)  waivers  expired  on  June  30,  1986.  The  program  has  continued 
to  operate,  it  having  been  determined  that  freedom -of-ehoice  waivers  were  not  in 
fact  necessary  to  operate  the  program  as  it  was  actually  implemented. 

56.    [OH  3]    SUBSTANCE  ABUSE  TREATMENT 

SjtsJiis.:    Request  Pending 

In  April  1985,  Ohio  requested  section  1915(b)  waivers  for  a  program  to  provide 
treatment  to  adolescent  substance  abuse  clients.  Subsequently,  in  early  August 
1986,  this  request  was  withdrawn,  and  a  revised  waiver  request  was  submitted  to 
provide  treatment  to  the  adolescent,  substance  abusing  adult.  HCFA  requested 
additional  information  in  late  October  1986. 


57.    [OH  4]    DAYTON  AREA  HEALTH  PLAN 

Status.:    Request  Pending 

In  June  1986,  Ohio  requested  section  1915(b)  waivers  to  establish  a  program  of 
case  management  where  a  primary  care  physician  will  deliver  or  authorize 
referral  for  non-emergency  physician  and  hospital  services.  Payment  by  the 
State  would  be  on  a  capitated,  at-risk  basis.  HCFA  has  requested  additional 
information. 


OKLAHOMA 

58.    [OK  1]    PRESCRIPTIONS  DRUGS — NURSING  HOME  RESIDENTS 

Slalus.:    Request  Withdrawn 

In  July  1986,  Oklahoma  requested  waiver  of  the  comparability  requirement  to 
allow  the  State  to  share  with  Medicaid  recipients  in  ICFs,  SNFs,  and  private 
ICF/MR  facilities,  cost  savings  from  the  use  of  more  cost-effective  medical  care 
through  expanded  coverage  under  the  prescription  drug  program.  The  request  was 
withdrawn  in  November  1986. 
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59a.    [OR  la]    PARTIALLY  CAPITATED  PRIMARY  CARE  CASE  MANAGEMENT 

Status;    Request  Approved,  Program  Implemented 

On  March  15,  1984,  Oregon  was  granted  waivers  to  implement  a  primary  care  case 
management  program  in  four  urban  areas  of  the  State.  The  effective  date  was 
later  modified  to  December  1,  1984.  In  concept,  the  program  would  eliminate  the 
traditional  Medicaid  fee-for-service  system  and  would  require  AFDC  recipients  to 
select  enrollment  in  either  a  federally  qualified  HMO  or  a  "Physician  Care 
Organization  (PCO)." 

A  PCO  may  be  an  individual  physician  or  a  group  of  physicians.  It  must  have  the 
ability  to  deliver  or  arrange  for  all  health  care  services,  including  medical 
case  management;  provide  24-hour,  7  days  per  week  access;  and  maintain  an  ade- 
quate system  of  tracking  and  documenting  referrals.  PCOs  are  paid  on  a  capita- 
tion basis  and  are  at  risk  at  least  for  physician  services,  laboratory  services 
and  x-ray  services.  Other  optional  Medicaid  services  may  be  included  in  the 
capitation  payment  if  requested  by  the  PCO  and  approved  by  the  State.  Services 
not  covered  under  the  capitation  payment  are  paid  on  a  fee-for-service  basis,  if 
authorized  by  the  primary  care  physician.  Savings  on  hospital  inpatient  and 
outpatient  care  and  drug  costs  are  shared  between  the  State  and  the  PCO. 

The  provider  contracting  process  being  involves  the  State  issuing  an  RFP  in  each 
area  and  evaluating  provider  responses.  Contracts  are  signed  with  all  offerors 
who  meet  the  State's  quality  requirements  and  accept  the  capitation  rate  offered 
by  the  State  (set  at  100%  of  budgeted  fee-for-service  expenditures).  The  fee- 
for-service  option  is  eliminated  in  any  area  only  if  contracted  HMOs  and  PCOs 
have  sufficient  capacity  to  serve  all  AFDC  recipients  in  the  area. 

PCO  enrollment  began  in  February  1985  in  Multnomah  County  (Portland)  and  the 
Eugene-Springfield  area.  The  20,000-recipient  enrollment  target  for  Multnomah 
represents  100%  of  the  AFDC  recipients  in  the  county;  all  AFDC  recipients  were 
initially  required  to  chose  among  one  federally  qualified  HMO  and  eight  PCOs. 
The  two  PCO  providers  in  the  Eugene-Springfield  areas  can  serve  at  most  4,000  of 
the  10,000  AFDC  recipients  in  the  area;  therefore,  enrollment  will  remain  volun- 
tary in  that  area.  Implementation  may  begin  at  a  later  date  in  two  counties 
contiguous  to  Multnomah  and  in  the  Salem  and  Medford  areas.  As  of  December 
1986,  6,160  AFDC  recipients  in  Multnomah,  Washington,  and  Clackamas  Counties 
(Portland  metro  area)  were  enrolled  in  7  PCOs,  and  5,827  were  enrolled  in  the 
one  HMO;  2,901  AFDC  recipients  in  Polk  and  Marion  Counties  were  enrolled  in 
3  PCOs.  [Source:  HCFA/OPHC]  The  waiver  has  technically  expired,  but  HCFA  has 
granted  a  short-term  extension  while  it  considers  the  following  substitute. 

59b.  [OR  lb]    CAPITATED  MANAGED  HEALTH  CARE 

Stains.:    Request  Pending 

On  August  11,  19a6,  in  lieu  of  requesting  a  simple  renewal  of  the  partially 
capitated  primary  care  case  management  program  (OR  la),  Oregon  requested  new 
waivers  to  allow  it  to  enroll  Medicaid  recipients  into  prepaid  capitated  managed 
health  care  plans.  Apparently,  Oregon  wishes  to  make  some  changes  in  the 
original  program  and  broaden  its  applicability.  HCFA  requested  additional 
information  on  November  12,  1986. 
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60.    [OR  2]    SELECTIVE  CONTRACTOR G — HOSPITAL 
Status;    Request  Pending 

On  January  28,  1986,  Oregon  requested  section  1915(b)  waivers  to  enable  it  to 
establish  an  inpatient  hospital  contracting  program.  HCFA  requested  additional 
information  on  April  17,  1986,  and  the  State  has  not  yet  responded. 


61.    [OR  3]    SELECTIVE  CONTRACTING— DRUGS 

Status;    Request  Withdrawn 

On  February  3,  1986,  Oregon  requested  section  1915(b)  waivers  to  establish  a 
program  for  contracting  for  pharmaceutical  goods  and  services.  The  request  was 
withdrawn  on  June  26,  1986. 


62.  [OR  4]    SELECTIVE  CONTRACTING— TRANSPORTATION 

Status;    Request  Pending 

On  March  14,  1986,  Oregon  requested  section  1915(b)  waivers  to  enable  it  to 
contract  with  transportation  providers  to  provide  non-emergency  transportation 
to  medical  assistance  clients  in  selected  areas  of  the  State.  HCFA  requested 
additional  information  on  June  11,  1986,  and  the  State  has  not  yet  responded. 

63.  [OR  5]    DENTAL  CAPITATION  PLAN 

Status;    Request  Pending,  Approval  Likely 

On  March  14,  1986,  Oregon  requested  section  1915(b)  waivers  in  order  to  contract 
with  dental  care  providers  on  a  prepaid  capitated  basis  to  act  as  case  managers 
for  and  to  provide  dental  care  to  AFDC  clients  in  selected  geographic  areas  of  the 
State.    The  State  has  responded  to  HCFA's  request  for  additional  information. 


PENNSYLVANIA 

64.    [PA  1]    PRIMARY  CARE  CASE  MANAGEMENT 

Plains.;    Request  Withdrawn 

On  March  5,  1982,  Pennsylvania  requested  waivers  under  the  authority  of  section 
1915(b)(1)  to  allow  the  Department  of  Public  Welfare  (DPW)  to  reduce  recipient 
misutilization  and  abuse  of  Medicaid  services  by  restricting  the  provider  from 
whom  selected  recipients  could  obtain  primary  care  services.  Recipients  would 
be  identified  for  participation  based  on  profiles  from  the  SUR  subsystem  of  the 
Medical  Assistance  Management  Information  System  (MAM IS).  Those  identified  as 
overutilizers  would  be  required  to  select  a  primary  care  physician  under  whose 
care  he/she  would  receive  all  medical  services.  Physicians  who  managed  a  reci- 
pient's access  to  services  would  be  paid  a  $10.00  monthly  case  management  fee 
per  recipient.    The  State  felt  that  the  $10.00  fee  would  assure  both  a  physician's 
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participation  in  the  program  and  his/her  cooperation  in  providing  the  proper 
time  and  effort  in  counselling  the  recipient  and  controlling  utilization.  Reim- 
bursement for  services  rendered  would  continue  to  be  on  a  fee-for-service  basis. 
If  this  program  were  implemented,  Pennsylvania  estimated  an  annual  savings  of 
$2.2  million,  based  on  its  experience  with  an  already  operational  pharmacy 
overutilizer/lock-in  program. 

HCFA  believed  further  information  would  have  to  be  requested  from  the  State 
prior  to  consideration  of  the  case  management  waiver  and  implied  that  implemen- 
tation of  a  "lock-in"  program  under  the  authority  of  section  1915(a)  would  be 
more  appropriate.  On  June  25,  1982,  Pennsylvania  withdrew  its  request  for 
waivers  for  this  program. 

65.    [PA  2]    PRIMARY  CARE  CAPITATED  PROGRAM 

Status:    Request  Approved,  Program  Implemented,  Waiver  Now  Expired, 
Program  continuing  to  operate  without  waivers. 

On  June  30,  1982,  HCFA  approved  waivers  under  the  authority  of  section  1915(b)(1) 
to  enable  Pennsylvania  to  implement  the  Primary  Care  Capitated  Program  (PCCP),  a 
prepaid,  capitated  case  management  program,  in  selected  areas  of  the  State.  The 
intention  of  the  program  is  to  provide  alternative  health  care  delivery  systems 
for  Medicaid  recipients  and  to  introduce  risk-based  capitated  reimbursement  into 
areas  where  such  arrangements  (e.g.,  HMOs  with  Medicaid  contracts)  do  not  exist 
or  have  resulted  in  little  or  no  participation  in  the  Medicaid  program. 

Primary  care  centers  were  the  targetted  providers  for  this  program,  and  an  RFP 
process  solicited  proposals  from  these  providers.  Primary  care  centers  were 
viewed  as  most  appropriate  for  the  program  as  they  are  well-organized  delivery 
systems,  offering  a  comprehensive  set  of  services,  and  the  State  felt  the  cen- 
ters were  committed  to  serving  the  Medicaid  population.  Four  primary  care 
centers  were  chosen  to  participate  in  PCCP,  but  three  sites  subsequently  with- 
drew from  negotiations.  One  provider,  the  Rural  Health  Corporation  (RHC)  in 
Wilkes-Barre,  did  sign  a  contract  with  the  Department  of  Public  Welfare  (DPW) 
and  began  participation  in  PCCP  on  August  1,  1983. 

The  PCCP  provider  offers  a  full  Medicaid  benefit  package,  with  the  exception  of 
long-term  care  services,  and  is  responsible  for  coordinating,  controlling  and 
monitoring  health  services  utilization  for  enrollees.  Enrollment  is  voluntary. 
The  first-year  monthly  capitated  rate  of  $57.34  per  enrollee  was  intended  to  be 
95%  or  less  of  the  usual  fee-for-service  cost  for  a  like  benefit  package.  RHC 
enrolled  340  recipients  during  the  first-year  of  operation.  Preliminary  data 
indicate  that  the  first  year  capitated  rate  was  between  87-93%  of  the  equivalent 
fee-for-service  cost  for  a  similar  non-enrolled  population. 

Pennsylvania's  waiver  for  this  program  expired  on  June  30,  1984,  and  could  not 
be  renewed  because,  since  the  enactment  of  P.L.  97-248  (TEFRA)  in  September 
1982,  waivers  of  section  1903(m)  can  no  longer  be  granted  under  section  1915(b). 
However,  as  a  federal  grantee  under  section  330(d)  of  the  Public  Health  Services 
Act,  the  Rural  Health  Corporation  qualifies  for  an  exemption  from  standard  HMO 
contracting  rules  under  section  1903(m)(2)(B),  and  the  RHC  contract  continues  in 
place.    As  of  December  1986,  enrollment  is  751  recipients. 
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66a.  [PA  3a]    PRIMARY  CARE  CASE  M GMT  THRU  HIOs  IN  METRO  AREAS 
Status;    Request  Withdrawn 

On  August  12,  1983,  Pennsylvania  requested  freedom-of -choice  waivers  under 
section  1915(b)(1)  in  order  to  permit  the  State  to  contract  with  health  insuring 
organizations  (HIOs)  for  the  provision  of  case  management  systems  in  selected 
areas  of  the  State.  The  case  management  system  would  restrict  the  providers 
from  whom  recipients  could  obtain  medical  services.  In  those  areas  where  the 
case  management  systems  were  implemented,  recipients  would  be  required  to  choose 
between  enrollment  in  the  HIO  or  an  area  HMO.  Payment  to  the  HIO  would  consist 
of  a  monthly  capitated  fee  per  enrollee,  not  to  exceed  90%  of  the  average  fee- 
for-service  cost  per  recipient.  The  HIO  would  be  responsible  for  arranging  for 
the  provision  of  medical  services  to  enrollees  through  subcontractual  arrange- 
ments with  case  management  physicians,  specialty  physicians,  and  inpatient 
facilities.  Cost  savings  for  the  first  year  of  operation  were  estimated  at 
$11  million. 

Pennsylvania  decided  to  withdraw  its  waiver  request  on  October  29,  1983,  citing 
its  desire  to  revise  the  request  and  implement  it  on  a  smaller  scale.  A  Request 
for  Proposal  was  distributed  in  January  1984  to  secure  a  Health  Insuring  Organi- 
zation to.  administer  a  Case  Management  and  Claims  Processing  System  for  reci- 
pients residing  in  South  and  West  Philadelphia.  Once  a  bidder  has  been  selected, 
the  State  will  apply  to  HCFA  for  a  case  management  waiver. 


66b.  [PA  3b]  HEALTHPASS 

£tallis_:   Request  Approved,  Program  Implemented 

HealthPASS  (Philadelphia  Accessible  Services  System)  was  implemented  by  the 
Pennsylvania  Department  of  Public  Welfare  (DPW)  in  March  1986.  DPW  has  con- 
tracted with  Penn  Health  Corporation  (PHC),  a  subsidiary  of  Health  Am  erica,  to 
administer  the  HealthPASS  program  as  a  Health  Insuring  Organization  (HIO). 
Medicaid  recipients  in  most  eligibility  categories  living  in  the  HealthPASS 
service  area  (South  and  West  Philadelphia)  are  enrolled  with  HealthPASS  or  in 
one  of  two  contracted  HMOs.-  PHC  contracts  with  area  physicians  to  serve  as 
Primary  Care  Case  Managers  (PCCMs),  with  referral  specialists,  and  with  thirty- 
nine  hospitals  in  the  area  to  provide  inpatient  services  to  its  approximately 
96,000  enrollees. 

PHC  receives  a  capitated  rate  from  DPW  and  is  at  full  risk  for  all  standard 
Medicaid  services  except  long  term  care,  non-emergency  transportation,  outpa- 
tient drug  and  alcohol  services,  outpatient  psychiatric  services  and  renal 
dialysis.  PHC  negotiates  per  diem  contracts  with  the  hospitals  and  pays  PCCMs  a 
capitated  rate.  PCCMs  are  at  risk  for  their  services  and  at  partial  risk  for 
referral  physicians,  laboratory,  and  x-ray  services.  There  is  also  a  financial 
incentive  for  PCCMs  to  reduce  hospital  utilization. 
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67.    [SC  1]    HIGH  RISK  CHANNELING  PROJECT 

Status t    Request  Approved,  Program  Implemented 

In  January  1986,  South  Carolina  was  granted  section  1915(b)  waivers  for  its 
"High  Risk  Channeling  Project,"  a  case  management  program  for  Medicaid-eligible 
pregnant  women  and  newborns  at  high  risk  for  medical  complications  associated 
with  pregnancy,  childbirth  and  infancy.  Implemented  in  April  1986,  the  project 
screens  pregnant  women  and  newborns  for  risk  and  channels  them  to  the  level  of 
care  appropriate  to  their  situation.  In  addition  to  prenatal  and  intrapartum 
care  by  a  Board-certified  or  Board-eligible  obstetrician,  special  ancillary 
services  are  also  provided. 


TENNESSEE 

68.    [TN  1]    MAURY  COUNTY  CASE  MANAGEMENT  PROJECT 

Status;    Request  Approved,  Program  Implemented, 
Waivers  have  been  renewed  once. 

On  March  1,  1983,  Tennessee  received  waivers  to  implement  a  primary  care  case 
management  program  in  Maury  County,  a  rural  area  45  miles  southwest  of  Nashville. 
Enrollment  in  the  Maury  County  Case  Management  Project  (MCCMP)  is  mandatory,  and 
approximately  2,000  recipients  were  enrolled  during  the  project's  first  year. 

Each  recipient  selects  or  is  assigned  one  of  eleven  primary  care  providers 
(PCP),  who  is  then  responsible  for  providing  primary  care  services,  authorizing 
referrals,  and  monitoring  care.  The  PCP  accepts  responsibility  for  the  reci- 
pient's total  health  care,  guaranteeing  access  to  medical  care  24  hours  a  day, 
seven  days  a  week.  The  PCP  must  prior-authorize  all  non-emergent  care  rendered 
by  other  Medicaid  providers  for  recipients  in  his/her  caseload,  with  some  excep- 
tions, as  well  as  all  non-emergent  ancillary  services.  Services  rendered  during 
a  medical  emergency  or  urgent  care  situation  must  also  be  authorized,  but  not 
necessarily  in  advance. 

Each  case  manager's  contract  with  the  State  requires  the  physician  to  assure 
that  the  overall  cost  of  care  -for  his/her  enrollees  does  not  exceed  90%  of  the 
expected  medical  care  cost  for  the  group  under  the  traditional  Medicaid  program. 

PCPs  are  paid  on  a  fee-for-service  basis  for  care  given  the  recipient,  according 
to  established  Medicaid  fee  screens.  In  addition,  they  are  paid  a  $3.00  per 
month  case  management  fee  for  each  enrollee,  based  on  the  expected  cost  savings, 
so  long  as  total  expenditures  are  within  target. 

The  project  was  implemented  in  April  1983  and  appears  to  have  been  successful  in 
reducing  the  growth  rate  of  Medicaid  costs  per  eligible  in  Maury  County,  com- 
pared to  the  statewide  average.  The  waivers  have  been  renewed  for  an  additional 
two-year  period,  through  February  1987. 
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69.    [TN  2]    NORTH  MEMPHIS/SHELBY  COUNTY  CASE  MANAGEMENT 

Status;    Request  Approved,  Program  Never  Implemented 

Tennessee  received  waivers  on  March  1,  1983,  to  implement  primary  care  case 
management  programs  in  both  North  and  South  Memphis.  The  programs  were  intended 
to  serve  4,000  pediatric  AFDC  recipients  in  South  Memphis  and  2,000  pediatric 
AFDC  recipients  in  North  Memphis.  However,  after  the  waivers  were  approved,  the 
provider  site  in  North  Memphis  withdrew,  and  the  North  Memphis  program  was 
therefore  never  implemented.    The  South  Memphis  program  is  discussed  next. 


70.    [TN  3]    SOUTH  MEMPHIS/SHELBY  COUNTY  (PEDIATRIC)  CASE  MGMT 

Status;   Request  Approved,  Program  Implemented,  Renewal  Pending 

The  Memphis  Pediatric  Case  Management  (MPCM)  Project  was  implemented  in  April 
1985  in  portions  of  South  Memphis,  pursuant  to  waivers  originally  granted  in 
March  1983.  (Memphis,  population  650,000,  is  located  in  Shelby  County  in  the 
southwest  corner  of  Tennessee.)  The  Tennessee  Department  of  Health  and  Environ- 
ment (TDHE)  has  contracted  with  five  (5)  pediatricians  at  four  sites  to  manage 
the  health  care  of  a  voluntarily  enrolled  portion  of  the  county's  35,000  Medi- 
caid children,  from  birth  to  21  years  of  age.  The  child's  parent  or  guardian 
selects  or  is  assigned  one  of  five  (5)  physician  case  managers,  whom  their  child 
will  see.  Other  medical  care  for  the  child  is  available  only  by  referral  from 
the  case  manager. 

The  project  is  designed  to  more  efficiently  and  economically  provide  high  quality 
medical  care  to  Medicaid  recipients.  Its  goals  are  to  establish  a  pediatric 
medical  home,  as  well  as  to  improve  recipient  access  to  medical  care,  increase 
physician  participation  in  the  Tennessee  Medicaid  Program,  and  contain  costs  to 
the  Medicaid  program  while  paying  equitable  fees  to  providers. 

The  primary  care  physician  (PCP)  renders  primary  care  directly  and  accepts 
responsibility  for  the  recipient's  total  health  care,  thereby  guaranteeing 
access  to  medical  care  24  hours  a  day,  seven  days  a  week.  The  PCP  must  prior- 
authorize  all  non^emergent  care  rendered  by  other  Medicaid  providers  for  reci- 
pients in  his  or  her  caseload, -with  some  exceptions,  as  well  as' all  non-emergent 
ancillary  services.  Services  rendered  during  a  medical  emergency  or  urgent  care 
situation  must  also  be  authorized,  but  not  necessarily  in  advance. 

The  contract  between  the  TDHE  Bureau  of  Medicaid  Administration  and  each  pedia- 
trician requires  the  physicians  to  assure  that  the  overall  cost  of  care  under 
this  project  will  not  exceed  90%  of  the  expected  medical  care  costs  for  this 
population.  The  physicians  will  contain  costs  by  more  effective  preventive 
management  of  each  child's  care,  resulting  in  a  lesser  need  for  treatments, 
medications  and  hospitalization.  The  physicians  will  receive  reports  of  all 
services  rendered  to  their  recipients  to  allow  effective  monitoring. 

The  physicians  are  reimbursed  on  a  fee-for-service  basis  for  services  rendered, 
according  to  established  Medicaid  fee  screens.  In  addition,  they  are  paid  a 
$3.00  per  month  case  management  fee  for  each  enrollee,  based  on  the  expected 
cost  savings,  so  long  as  total  expenditures  are  within  target. 
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As  of  September  1985,  enrollment  is  stable  at  slightly  over  2,600  children. 
Tennessee  has  requested  renewal  of  the  waivers,  which  have  been  temporarily 
extended  through  March  1987  while  the  renewal  request  is  considered. 

71.    [TN  4]    TENNESSEE  PRIMARY  CARE  NETWORK  -  MEDICAID  PLUS 

Status:    Request  Approved,  Program  Implemented,  Waiver  Now  Expired, 
Program  continuing  without  waivers. 

On  April  19,  1983,  Tennessee  received  waivers  to  implement  a  voluntary  capitated 
case  management  program  under  a  contract  with  the  Tennessee  Primary  Care  Network 
(TPCN),  a  non-profit  entity  created  by  the  Tennessee  Association  of  Primary 
Health  Care  Centers  (TAPHCC).  TPCN  operates  as  a  Health  Insuring  Organization 
and  markets  its  program  under  the  name  "Medicaid  Plus."  AFDC  and  AFDC-related 
Medicaid  recipients  are  permitted  to  enroll. 

TPCN  receives  a  monthly  capitation  payment  for  each  Medicaid  recipient  enrolled 
in  Medicaid  Plus.  TPCN  subcontracts  with  provider  groups  under  a  partial  capi- 
tation arrangement  to  provide  primary  care  services,  including  physicians' 
services  and  laboratory  and  x-ray  services. 

The  Medicaid  Plus  program  is  implemented  in  Monroe  County,  a  rural  area,  and  in 
Nashville/Davidson  County  and  Memphis/Shelby  County,  both  urban  counties.  As  of 
August  1985,  voluntary  enrollment  had  reached  6,000  recipients  in  Shelby  County, 
1,650  recipients  in  Davidson  County,  and  115  recipients  in  Monroe  County.  Total 
enrollment  had  reached  10,079  as  of  December  1986  in  those  three  counties. 
Tennessee  and  TPCN  plan  to  continue  expanding  the  Medicaid  Plus  program  on  a 
county-by-county  basis  until  it  is  a  statewide  program. 

The  waivers  for  this  program  expired  November  30,  1985,  but  the  State  determined 
that,  as  a  voluntary  enrollment  program,  waivers  were  not  required  for  it  to 
operate.  The  HCFA  Regional  Office,  however,  required  that  the  HIO  contract  be 
re-competed.  Plans  were  being  developed  to  do  so  when  new  federal  legislation, 
enacted  in  April  1986,  prohibited  new  HIOs  of  this  type  from  operating,  raising 
question  as  to  whether  any  contractor  other  than  TPCN  would  be  legally  able  to 
operate  the  program.  HCFA  decided  to  permit  the  contract  to  be  extended  without 
competition  through  June  1987.-  The  State  and  TPCN  plan  to  convert  TPCN  from  and 
HIO  to  an  HMO  to  allow  its  program  to  continue  after  that  date. 


TEXAS 

72.    [TX  1]    HMO  PILOT  PROJECT 

Sislus.:    Request  Withdrawn 

On  January  6,  1986,  Texas  requested  section  1915(b)  waivers  to  implement  an  HMO 
pilot  project.    The  request  was  withdrawn  on  April  23,  1986. 
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73.  [UT  1]    CHOICE  OF  HEALTH  CARE  DELIVERY;    PCN  OR  HMO 

Status;    Request  Approved,  Program  Implemented, 
Waivers  Have  Been  Renewed  Twice. 

Under  waivers  granted  March  1982  and  renewed  March  1984  and  October  1986,  Utah 
has  implemented  the  Choice  of  Health  Care  Delivery  program  which  requires  Medi- 
caid recipients  to  choose  between  enrollment  with  a  case  management  physician  or 
the  Family  Health  Plan  HMO.  Utah  also  received  a  waiver  to  act  as  a  central 
broker  in  assisting  recipients  to  select  among  the  options. 

The  case  management  physician  or  HMO  is  responsible  for  providing  or  arranging 
for  all  primary  care  services  and  referrals  to  specialists.  Recipients  are 
guaranteed  access  to  emergency  services  and  24-hour  telephone  access  to  their 
primary  care  providers.  The  program  currently  is  implemented  in  the  area  of  the 
State  known  as  the  "Wasatch  Front,"  a  largely  urban/suburban  area  which  includes 
75-80%  of  the  State's  Medicaid  population.  All  Medicaid  recipients  who  are 
eligible  for  the  program  and  reside  in  this  area  are  enrolled  in  the  Choice  of 
Health  Care  Delivery  program.  Utah  hopes  to  extend  the  availability  of  the 
program  to  the  remaining  20%  of  the  State's  Medicaid  population  residing  in 
rural  areas  of  the  State. 

Case  management  physicians  are  reimbursed  the  standard  Medicaid  fee-for-service 
rates  for  all  services  and  are  not  paid  a  case  management  fee.  The  FHP  HMO  is 
reimbursed  on  a  prepaid,  capitated  risk  basis,  which  includes  all  covered  Medi- 
caid services  except  long-term  care. 

The  State  expects  to  realize  savings  through  more  appropriate  use  of  health 
services  by  recipients.  This  objective  is  being  achieved  through  the  case 
management  of  recipients'  health  care  by  participating  physicians  and  the  FHP 
HMO,  and  through  a  process  of  recipient  education  carried  out  by  State-employed 
Health  Program  Representatives.  In  its  first  year  of  operation,  the  Choice  of 
Health  Care  Delivery  program  reduced  emergency  room  use,  doctor  shopping  by 
recipients,  and  the  average  number  of  pharmacy  claims  per  recipient.  In  addi- 
tion, Utah  suggests  that  the  program  has  improved  recipient  access  to  medical 
services  by  increasing  the  number  of  physicians  participating  in  the  Medicaid 
program  and  has  improved  the  quality  of  medical  care  provided  to  recipients  by 
assuring  continuity  of  care  through  primary  care  providers. 

74.  [UT  2]    SELECTIVE  CONTRACTING  FOR  HOSPITAL  SERVICES 

Stains;   Request  Approved,  Program  Never  Implemented 

On  March  11,  1983,  Utah  received  approval  of  its  request  for  a  waiver  under  sec- 
tion 1915(b)(4)  to  implement  a  selective  contracting  process  with  hospitals  for 
the  provision  of  inpatient  services  to  Medicaid  recipients.  The  program  would 
allow  the  State  to  restrict  the  provider  from  whom  a  recipient  could  obtain  inpa- 
tient hospital  services  based  on  the  cost-effectiveness  of  the  providers.  Imple- 
mentation would  be  phased  in  gradually  with  an  initial  concentration  on  urban 
areas;  all  Medicaid  recipients  would  be  required  to  seek  services  only  from 
participating  hospitals,  with  the  exception  of  those  recipients  either  enrolled 
in  HMOs,  institutionalized,  or  dually  eligible  for  Medicare/ Medicaid;  and  all  area 
hospitals  (except  children's  and  State-owned)  would  be  eligible  for  participation. 
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Utah  proposed  to  select  hospitals  for  participation  via  a  competitive  bid  or 
negotiation  process.  Selection  would  be  based  on  multiple  criteria,  particularly 
the  providers'  cost-effectiveness,  efficiency  and  ability  to  perform.  Reimburse- 
ment to  contracting  hospitals  would  be  made  on  a  capitated,  prepayment,  or  at- 
risk  basis,  or  some  combination  of  these  methodologies  determined  feasible  by 
Utah's  Department  of  Health.  Utah  was  not  able  to  specifically  estimate  cost 
savings  but  did  assert  that  the  State's  previous  experiences  with  negotiated 
reimbursement  (e.g.,  HMOs)  did,  in  fact,  result  in  savings. 

Utah  never  implemented  the  selective  contracting  program.  Instead,  it  chose  to 
implement  a  Diagnosis-Related-Group  (DRG)  method  of  payment  for  hospitals, 
effective  July  1983.  The  selective  contracting  waiver  expired  September  8, 
1985,  after  Utah  withdrew  a  request  to  renew  it. 


75.    [UT  3]    CLINIC  SERVICES  PREPAID  HEALTH  PLAN 

Status;   Request  Approved,  Program  Implemented,  Waiver  Now  Expired 

On  March  5,  1984  (retroactively  effective  to  January  1,  1984),  Utah  received 
waivers  to  implement  the  Clinic  Services  Prepaid  Health  Plan,  which  provides 
comprehensive  clinic  and  day  treatment  services  to  the  develop  mentally  disabled/ 
mentally  retarded,  mentally  ill  children  and  adults,  chronic  substance  abusers, 
and  the  functionally  impaired.  Enrollment  in  the  plan  is  mandatory  for  Medicaid 
recipients  who  meet  the  plan's  service  eligibility  requirements  and  choose  not 
to  join  an  HMO  or  enter  a  State  institution. 

The  plan  is  administered  by  the  Office  of  Special  Administration  under  contract 
to  the  single  State  agency,  the  Division  of  Health  Care  Financing.  The  Office 
of  Special  Care  Administration  contracts  with  public  and  private  agencies  to 
deliver  services.  The  Office  contracts  with  other  State  agencies  (e.g.,  Divi- 
sion of  Youth  Corrections,  Division  of  Aging  and  Adult  Services)  that  historically 
have  had  responsibility  for  programs  for  the  populations  covered  by  the  waiver. 
These  State  agencies  then  subcontract  with  providers  for  service  delivery.  In 
those  cases  where  services  are  not  reimbursable  through  a  State  agency,  the 
Office  of  Special  Care  Administration  contracts  with  providers  directly.  State 
agencies  under  contract  to  the  Office  of  Special  Care  Administration  select 
subcontract  providers  by  competitive  bid. 

The  Clinic  Services  Prepaid  Health  Plan  is  an  attempt  to  apply  cost  containment 
strategies,  including  case  management  and  competitive  bidding,  to  the  delivery 
of  social  and  medical  services  to  recipients  in  need  of  mental  health  services. 

The  program  expired  September  30,  1986,  after  the  State  withdrew  a  request  to 
renew  the  waivers. 


A-36 


UTAH  (cont'd) 


76.    [UT  4]    SELECTIVE  CONTR  ACTIN G — HO M E  HEALTH 

Status:    Request  Withdrawn 

On  July  6,  1984,  Utah  requested  waivers  under  section  1915(b)(4)  to  permit  the 
State  to  contract  selectively  with  home  health  agencies  for  the  provision  of 
Medicaid-covered  home  health  services  for  most  Medicaid  recipients.  Through 
competitive  bidding,  negotiation,  or  other  procurement  methods  deemed  appro- 
priate, the  State  would  select  the  most  cost-effective  providers  in  a  given 
geographic  area  from  those  agencies  expressing  an  interest  in  participation. 
Selection  criteria  for  participating  agencies  were  to  include  ability  to  render 
quality  services,  sufficient  capacity,  agreement  to  comply  with  utilization 
control  requirements,  and  willingness  to  accept  the  negotiated  rate  as  payment 
in  full  for  Medicaid  services. 

The  program  was  to  be  phased  in  gradually  throughout  the  State,  with  an  initial 
concentration  in  urban  areas.  Until  the  program  was  fully  implemented  in  a 
designated  geographic  area,  providers  would  continue  to  be  reimbursed  according 
to  the  existing  State  Plan  methodology.  Once  an  area  had  sufficient  parti- 
cipating providers  with  contractual  arrangements  to  assure  adequate  recipient 
access,  payment  to  these  providers  would  be  on  a  capitated,  prepayment,  and/or 
at-risk  basis.  The  State  assured  that  aggregate  payments  under  this  program 
would  not  exceed  current  fee-for-service  levels. 

Utah  did  not  project  specific  cost  savings  estimates  but  asserted  that  savings 
would  be  realized  through  the  introduction  of  price  competition  among  home 
health  agencies,  through  the  exclusion  of  high  cost  providers,  and  through  the 
negotiation  of  at-risk  contracts. 

The  waiver  request  was  withdrawn  in  January  1985. 


WASHINGTON 

77.    [WA  1]    MODIFY  UTILIZATION  REVIEW /CONTROL  REQUIREMENTS 

Status.:   Request  Disapproved 

A  request  submitted  on  October  16,  1981,  by  the  State  of  Washington  sought  the 
waiver  of  certain  Medicaid  regulations  governing  nursing  home  utilization  con- 
trol/review activities.  This  request  was  disapproved  by  HCFA,  which  stated  that 
the  proposed  changes  did  not  meet  the  definition  of  a  case  management  system. 
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78.    [WA  2]    HIGHER  COPAYMENTS  FOR  OPD  AND  EMERGENCY  ROOM  VISITS 

Status:    Request  Disapproved 

A  waiver  request  submitted  by  Washington  on  October  22,  1981,  sought  approval  to 
implement  a  $5  copayment  on  emergency  hospital  services  and  outpatient  depart- 
ment visits  for  all  Medicaid  recipients,  except  those  residing  in  institutions. 
HCFA  also  disapproved  this  second  application,  citing  the  fact  that  the  freedom- 
of-choice  provisions  of  the  Omnibus  Budget  Reconciliation  Act  provided  no  statu- 
tory authority  to  approve  waivers  for  copayments. 


79.    [WA  3]    CAPITATED  DRUG  PLAN  FOR  NURSING  HOMES 

Status;    Request  Approved,  Program  Implemented,  Waiver  Now  Expired 

On  September  16,  1982,  the  State  of  Washington  received  waivers  under  section 
1915(b)(4)  to  implement  a  prepaid,  capitated  prescription  drug  program  for 
Medicaid  recipients  residing  in  selected  long-term  care  facilities.  Washington 
believed  that  capitated  reimbursement  for  prescription  drugs  to  sole  source 
pharmacies  would  benefit  patient  care  through  increased  utilization  review  and 
control  and  would  result  in  a  decreased  number  of  prescriptions.  The  effective 
date  of  the  waivers  was  modified  to  coincide  with  the  July  1,  1983,  program 
implementation  date. 

The  program  was  specifically  targetted  to  those  pharmacies,  in  5  selected  coun- 
ties, that  served  primarily  nursing  homes  and  already  had  a  substantial  market 
share  (+90%)  of  a  nursing  home's  prescription  drug  business.  Six  pharmacies, 
serving  55  nursing  homes,  agreed  to  participate  in  the  program  when  approached 
by  the  State.  However,  due  to  a  delayed  implementation  date,  only  2  pharmacies, 
serving  8  nursing  homes  and  an  average  of  635  Medicaid  recipients  per  month, 
actually  signed  contractual  agreements  with  the  State.  These  pharmacies  were 
the  sole  source  for  prescription  drugs  for  the  8  nursing  homes  during  the  two 
years  the  project  operated. 

The  participating  pharmacies  were  paid  a  nursing  home-specific  capitated  rate  for 
the  dispensing  fee  portion  of  the  prescription  drug  cost.  The  rates  were  based 
on  the  historical  utilization  patterns  of  each  nursing  home  and  the  number  of 
expected  Medicaid  patient  days  per  month.  The  State  did  not  attempt  to  reduce 
the  dispensing  fee  capitated  rates  below  the  equivalent  fee-for-service  costs 
but,  rather,  expected  to  realize  savings  from  a  reduction  in  ingredient  costs 
(about  66%  of  the  total  prescription  drug  cost)  due  to  decreased  utilization 
through  case  management.  The  ingredient  cost  continued  to  be  reimbursed  on  a 
fee-for-service  basis  according  to  the  existing  State  plan  methodology. 

The  State  chose  not  to  seek  renewal  of  the  project  upon  the  expiration  of  the 
original  waiver  term. 
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80.    [WA  4]    KITSAP  PHYSICIANS  SERVICE  CAPITATION  PLAN 

Status:    Request  Approved,  Program  Implemented 

On  March  26,  1985,  Washington  applied  for  waivers  under  section  1915(b)(1)  to 
implement  the  "Sound  Care  Program"  by  contracting  with  the  Kitsap  Physicians 
Service  (KPS)  program,  a  primary  care  network  in  Kitsap,  Mason  and  part  of 
Jefferson  Counties  in  Western  Washington.  Implemented  in  February  1986,  the 
Department  of  Social  and  Health  Services  (DSHS)  contracts  with  KPS  for  health 
services  for  about  6,000  AFDC  and  foster  care  Medicaid  recipients.  KPS  acts  as 
a  health  insuring  organization  (HIO);  it  contracts  with  doctors  and  hospitals  to 
provide  services  to  enrollees.  KPS  is  at  risk,  but  will  be  covered  by  a  State- 
underwritten  stop-loss  limitation  of  110%  of  the  projected  claims  cost  per 
person  per  month. 

The  capitation  rate  is  set  at  98.596  of  estimated  fee-for-service  expenditures 
and  covers  all  services  except  SNF,  ICF,  ICF-MR,  dental,  prescription  and  over 
the  counter  drugs,  eyeglasses,  kidney  dialysis,  chiropractor,  speech  therapy  and 
involuntary  psychiatric  services. 

Eligible  Medicaid  recipients  are  required  to  choose  a  primary  care  physician 
(PCP)  or  KPS  will  assign  one.  The  PCP  must  authorize  all  medical  care,  includ- 
ing referrals  to  specialists  and  inpatient  hospital  services.  December  1986 
enrollment  was  6,661. 


WEST  VIRGINIA 

81.    [WV  1]    WEST  VIRGINIA  CAPITATED  CASE  MANAGEMENT 

Status;   Initial  Request  Withdrawn,  Subsequent  Request  Pending, 
but  Withdrawal  is  likely 

On  April  6,  1983,  West  Virginia  requested  waivers  to  permit  implementation  of  a 
capitated  primary  care  case  management  program  to  be  operated  by  the  Associated 
Clinics  of  Appalachia.  ACA  would  operate  as  a  health  insuring  organization 
(HIO)  and  would  subcontract  with  providers  for  the  actual  provision  of  health 
care  services.  Contracted  primary  care  providers  would  be '  responsible  for 
providing  primary  care  services  and  for  locating,  arranging,  authorizing  and 
monitoring  all  other  necessary  covered  medical  services  except  long-term  care. 

The  HIO  would  receive  a  capitation  payment  set  at  95  percent  or  less  of  the 
average  fee-for-service  cost  per  client  (apparently  excluding  long-term  care), 
but  whether  the  HIO  would  assume  the  entire  risk  of  overruns  was  not  specified. 
Primary  care  providers,  in  turn,  would  receive  an  HlO-deter mined  capitation  rate 
to  cover  physician  services,  laboratory  and  x-ray  services,  and  possibly  prescrip- 
tion drugs.    Other  services  would  be  paid  by  the  HIO  on  a  fee-for-service  basis. 

Voluntary  enrollment  in  the  plan  would  be  available  to  AFDC  recipients  living  in 
the  service  areas  of  the  participating  providers.  Disenrollment  restrictions 
were  not  specified.  It  was  anticipated  that  additional  benefits  resulting  from 
cost  savings  might  be  offered  as  a  marketing  incentive.  Medicaid  recipients  not 
participating  in  the  program  would  continue  to  receive  Medicaid-covered  services 
as  in  the  past. 
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By  May  1983,  the  State  had  withdrawn  its  request  for  further  development.  A 
subsequent  request,  apparently  a  more  refined  version  of  the  same  basic  idea, 
was  received  by  HCFA  in  September  1984,  and  remains  pending,  although  the  State 
has  not  responded  to  HCFA's  December  1984  request  for  additional  information, 
and  apparently  is  not  pursuing  the  request. 

WISCONSIN 

82.  [WI  1]    HMO  PREFERRED  ENROLLMENT 

Status;    Request  Approved,  Program  Implemented, 
Waivers  have  been  renewed. 

Wisconsin  received  a  section  1915(b)(1)  waiver  on  May  12,  1982,  to  help  it 
increase  the  number  of  Medicaid  recipients  enrolled  in  HMOs  through  an  "HMO 
Preferred  Enrollment  Initiative." 

In  the  first  phase,  implemented  April  1983  in  Dane  County  (Madison),  and  Novem- 
ber 1983  in  the  Marshfield  area,  AFDC-related  recipients  living  in  an  area 
served  by  only  one  HMO  were  enrolled  in  that  HMO  unless  they  specifically 
requested  not  to  be.  Phase  I  ended  in  the  Marshfield  area  as  of  August  31, 
1984,  when  the  State  terminated  its  contract  with  the  only  prepaid  plan  in  the 
area,  due  to  inability  to  agree  on  a  capitation  rate  for  the  following  year. 

In  the  second  phase,  implemented  July  1984  in  Dane  County,  and  September  1984  in 
Milwaukee  County,  contracts  were  signed  and  voluntary  enrollment  began  with  a 
greatly  expanded  number  of  HMO  providers— five  in  Dane  County  and  eight  in 
Milwaukee  County. 

In  the  final  phase,  implemented  November  1984  in  Dane  County,  and  January  1985 
in  Milwaukee  County,  AFDC-related  recipients  living  in  areas  served  by  multiple 
HMOs  are  required  to  choose  among  the  available  HMOs;  no  fee-for-service  option 
is  available  (except  for  certain  "special  needs"  cases,  which  require  State 
approval  for  exemption).  The  program  was  subsequently  expanded  to  Eau  Claire 
County  under  a  waiver  modification  granted  September  1986. 

As  of  December  1986,  Medicaid  _HMO  enrollment  is  over  10,250  in  Dane  County,  over 
118,000  in  Milwaukee  County,  and  over  2,800  in  Eau  Claire  County. 

83.  [WI  2]    MENTAL  HEALTH  GATEKEEPER  PLAN 

Status.:   Request  Approved,  Program  Implemented, 

Waivers  have  been  renewed  once,  second  renewal  pending. 

Wisconsin  received  a  section  1915(b)  waiver  on  November  4,  1982,  to  develop  its 
County  Mental  Health  Services  Gatekeeper  Plan  in  an  effort  to  provide  cost- 
effective,  appropriate  mental  health  care  to  Medicaid  recipients.  The  plan 
involves  community  mental  health  boards  (CMHBs)  which  act  as  gatekeepers  to 
the  mental  health  care  system.  Any  Medicaid  recipient  who  requests  outpatient 
mental  health  .services  or  any  Medicaid  recipient  aged  22-64  who  requests  inpa- 
tient mental  health  services  must  have  his/her  case  reviewed  and  approved  by  the 
board  before  services  can  be  provided. 
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In  order  to  implement  the  plan,  Wisconsin  received  a  freedom-of-choice  waiver  to 
allow  the  CMHB  to  limit  a  Medicaid  recipient  to  cost-effective  providers.  To 
date  (August  1984),  however,  no  provider  has  been  completely  excluded  from 
participation  in  the  program,  although  there  have  been  case-by-case 
restrictions. 

The  State  feels  that  the  Gatekeeper  Plan  is  working.  Since  its  implementation, 
there  has  been  a  decline  in  low  level  counseling;  the  focus  is  now  on  more 
serious  medical  psychotherapy.  Outpatient  services  are  being  substituted  for 
inpatient  services,  and  group  therapy  is  being  provided  in  place  of  individual 
therapy.  There  has  been  a  decline  in  inpatient  mental  health  admissions  to 
general  hospitals. 

The  plan  is  overseen  by  the  Wisconsin  Department  of  Health  and  Social  Services. 
A  renewal  request  for  a  third  two-year  period  is  pending  before  HCFA. 


84.    [WI  3]    NON-HMO  PRIMARY  CARE  CASE  MANAGEMENT 

Status;    Request  Approved,  Program  Never  Implemented 

Waivers  granted  January  5,  1983,  would  allow  Wisconsin  to  require  Medicaid 
recipients  who  do  not  enroll  in  HMOs  to  select  a  primary  care  provider,  defined 
as  a  physician,  group  practice  or  clinic.  This  program  was  to  be  implemented  in 
three  areas—Dane  County,  the  service  area  of  the  Greater  Marshfield  Community 
Health  Plan  and,  later,  the  Milwaukee  area.  Individuals  who  did  not  choose  to 
enroll  in  an  HMO  would  be  asked  to  choose  a  primary  care  provider  (PCP).  If 
after  a  reasonable  length  of  time  a  primary  care  provider  was  not  chosen,  the 
State  would  assign  one.  The  PCP  would  be  reimbursed  on  a  fee-for-service  basis 
for  primary  care  services  rendered. 

Wisconsin  designed  this  waiver  as  a  complement  to  its  "HMO  Preferred  Enrollment 
Initiative,"  approved  May  12,  1982.  In  areas  where  there  was  only  one  contrac- 
ting HMO,  or  where  there  were  multiple  HMOs  but  still  insufficient  HMO  capacity 
to  serve  all  AFDC  recipients,  recipients  would  still  have  had  access  to  the  fee- 
for-service  system  but,  under  this  waiver,  would  have  been  required  to  select  a 
primary  care  provider.  Contracted  HMO  capacity  in  Dane  and  Milwaukee  counties 
was  sufficient  to  enable  the  State  to  eliminate  the  fee-for-service  option. 
Also,  the  contract  in  the  Marshfield  area  was  terminated.  Therefore,  this 
waiver  was  never  implemented. 


85.    [WI  4]    WAIVE  MEDICALLY  NEEDY  ELIGIBILITY  REQUIREMENTS 

Status;    Request  Disapproved 

On  November  5,  1982,  Wisconsin  requested  a  waiver  of  the  requirement  that  States 
compute  income  on.  a  prospective  basis  when  determining  eligibility  for  medically 
needy  recipients.  Wisconsin  has  developed  an  automated  eligibility  determina- 
tion system  within  its  Computer  Reporting  Network  (CRN).  This  system  determines 
eligibility  for.  Food  Stamps,  AFDC,  and  Medical  Assistance  using  one  set  of 
income  data  supplied  by  the  applicant. 
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In  1981,  the  federal  AFDC  statute  was  amended  to  require  monthly  reporting  and 
retrospective  budgeting  for  AFDC  recipients.  Similar  changes  were  made  in  the 
Food  Stamp  statute.  However,  federal  Medicaid  regulations  continued  to  require 
prospective  budgeting  for  medically  needy  eligibility  determinations.  Because 
of  this  inconsistency,  the  State  was  faced  with  the  prospect  of  manually  tracking 
and  double  budgetting  for  each  eligibility  determination,  thus  increasing  both 
administrative  costs  and  the  possibility  of  errors.  Of  the  7,000  medically 
needy  cases  involved  in  this  request,  most  would  not  have  been  affected.  Manual 
budgeting  would  have  continued  for  the  small  number  of  spend-down  cases.  Less 
than  2,000  recipients  with  earned  income  would  have  been  affected  by  this  program. 

HCFA  denied  this  request  for  waivers  because  it  was  not  covered  by  one  of  the 
four  categories  under  which  section  1915(b)  may  be  invoked. 


86.    [WI  5]    PROVIDE  HOME  CARE  FOR  THE  MR  POPULATION 

(Companion  to  1915(c)  waiver  request  received  on  same  date) 

Status:    Request  Withdrawn 

On  February  22,  1983,  Wisconsin  submitted  a  home-  and  community-based  services 
waiver  request  under  the  authority  of  section  2176  of  the  Omnibus  Budget  Recon- 
ciliation Act  of  1981  to  provide  case  management,  supportive  home  care,  alterna- 
tive care,  and  respite  care  to  individuals  who  require  an  ICF/MR  level  of  care. 
Included  as  part  of  the  application  were  requests  to  waive  other  provisions  of 
the  Social  Security  Act.  The  State  sought  a  waiver  of  section  1902(a)(14)  to 
exempt  from  cost-sharing  Community  Integration  Project  (CD?)  recipients  relocated 
to  the  community.  Also,  the  State  wanted  to  require  CD?  recipients  to  select  a 
primary  care  provider,  in  the  same  fashion  as  other  Medicaid  recipients  would  be 
required  to  do  under  the  "Non-HMO  PCCM"  waiver  approved  January  5,  1983,  (see  #84). 

HCFA  informed  the  State  that  a  waiver  of  freedom -of-choice  was  not  available 
under  the  authority  of  section  1915(c)  and  suggested  that  the  State  should 
submit  a  separate  1915(b)  request. 

Wisconsin  withdrew  the  primary  care  provider  section  of  its  home-  and  community- 
based  services  waiver  on  July  13,  1983.  In  the  withdrawal  statement,  Wisconsin 
proposed  to  submit  a  separate  request  to  lock  in  recipients  of  home-  and  commun- 
ity-based services  to  a  primary  care  physician  (PCP).  The  PCP  would  manage  the 
care  of  individuals,  excluding  the  section  1915(c)  services.  The  PCP  would  be 
kept  informed  of  each  recipient's  community  plan  of  care,  as  well  as  changes  in 
the  recipient's  service  needs  while  living  in  the  community.  Wisconsin  has  not 
submitted  such  a  waiver  request. 
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NOTE:  The  detailed  summaries  presented  in  this  section  were  prepared  in  the 
Summer  of  1984  and  have  not  been  updated  since  that  time.  Updated  waiver  status 
is  presented  in  Table  n-2  and  in  the  shorter  summaries  in  Appendix  A. 
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SUMMARY  OF  MICHIGAN'S 
"Primary  Mental  Health  Clinic  Sponsor  Program" 


In  support  of  a  statewide  de-institutionalization  effort,  the 
state  of  Michigan  requested  waivers  to  implement  the  Michigan 
Primary  Mental  Health  Clinic  Sponsor  Program  (PMHCSP) .  This 
program  was  developed  to  provide  mental  health  services  for 
Medicaid  recipients  who  were  either  recently  de- institutionalized 
or  at  risk  of  being  placed  in  an  institution. 

The  Medicaid  waivers  necessary  to  implement  the  program  were 
approved  by  HCFA  on  February  17,  1983  and  PMHCSP  became  opera- 
tional April  1,  1983. 

The  PMHCSP  limits  Medicaid  coverage  of  comprehensive  mental 
health  clinic  services  to  those  provided  through  community  mental 
health  boards  with  comprehensive  case  management  capabilities. 
The  goal  is  to  reduce  inappropriate  care  and  the  costs  associated 
with  that  care  (i.e.,  nursing  home,  inpatient  general  hospital). 
Exclusion  of  non-CMH-af filiated  mental  health  providers  was  jus- 
tified on  the  grounds  that  they  are  not  required  to  maintain  the 
case  management  and  referral  capabilities  which  are  required  of 
CMH  boards  by  law.  As  the  single  point  of  entry  to  the  public 
mental  health  system,  the  board  is  in  a  position  to  eliminate 
duplication  of  services  and  assure  follow-up  and  appropriate 
referrals  related  to  treatment.  CMHBs  will  coordinate  the 
delivery  of  a  full  scope  of  services,  which  is  expected  to  result 
in  a  net  reduction  in  program  costs  through  an  improvement  in 
client  functional  levels  and  a  reduction  in  institutionalization 
and  service  duplication.  Approximately  4%  of  the  state's  total 
Medicaid  population  utilize  these  mental  health  services. 

The    Michigan    Department    of  Social    Services    and    the  Michigan 

Department    of    Mental    Health  oversee    the    program    jointly.  The 

program  waivers  expire  March  31,  1985,  at  which  time  the  state 
may  request  an  extension. 

A.         FEDERAL  REQUIREMENTS  WAIVED 

Waivers  granted  2-17-83  include  sections: 

o      1902(a)(1)  Statewideness 

o      1902(a) (23)  Freedom  of  Choice 

Under  the  authority  of  sections: 

o      1915(b)(1)     Primary  Care  Case  Management 
o      1915(b)(4)     Provider  Restriction 
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B.       ORGANIZATIONAL  STRUCTURE 

Community  Mental  Health  Boards  are  responsible  for  case  manage- 
ment of  the  comprehensive  mental  health  services  required  by  the 
Michigan  Mental  Health  Code  to  each  enrolled  recipient  directly 
or  through  contractual  arrangement.  The  Boards  serve  as  the 
point  of  referral  for  persons  in  need  of  institutional  care,  and 
are  responsible  for  af tercare/f ollowup  for  persons  exiting  an 
institution.  Boards  must  meet  stipulated  provider  certification 
requirements,  staffing  and  programmatic  standards  required  by  the 
state.  They  must  also  assure  both  fiscal  and  programmatic  ac- 
countability and  good  management  practices. 

The  Community  Mental  Health  Boards  were  established  in  the  1960s. 
According  to  the  Mental  Health  Code  of  1974  as  amended,  the 
County  Board  of  Commissioners  selects  12  people  for  the  CMHB. 
The  members  of  the  board  should  include  providers  of  mental 
health  care,  recipients  of  mental  health  care,  agencies  which 
serve  the  population  in  need  of  mental  health  care,  and  the 
general  public.  The  Board's  functions  are  to  examine  and  eval- 
uate programs,  review  annual  plans  and  budgets,  and  submit  these 
evaluations,  plans,  and  budgets  to  the  state.  Members  of  the 
boards  serve  for  three  years. 

There  are  55  boards  which  cover  Michigan's  83  counties;  some  are 
multi-county.  The  boards  are  not  branch  offices  of  a  state 
department;  they  are  run  as  local  entities.  Administrative 
structure  and  service  patterns  may  vary  from  board  to  board.  In 
some  areas,  the  CMHBs  hire  their  own  staff  and  provide  their  own 
services;  in  other  areas,  they  contract  out  for  most  of  the 
services.  Statewide,  over  50%  of  services  are  rendered  by  con- 
tracted providers. 

To  qualify  for  participation  in  the  PMHCSP  program,  the  board 
must  demonstrate  its  capacity  to  provide,  directly  or  through 
contractual  arrangements,  the  comprehensive  mental  health  ser- 
vices required  by  the  Michigan  Mental  Health  Code.  These  ser- 
vices include:  prevention,  consultation  or  information  services; 
diagnostic  services;  emergency  mental  health  services;  residen- 
tial, sheltered,  or  protective  care  services;  habilitat ion/ re- 
habilitation services;  outpatient  services;  partial  hospitaliza- 
tion (day  treatment)  services;  and  inpatient  services.  The  board 
must  also  guarantee  24-hour  access  to  services  as  the  single 
point  of  entry  for  public  mental  health  services.  Following  a 
review  of  the  application  and  accompanying  documentation,  the 
Department  of  Mental  Health  recommends  to  the  Michigan  Department 
of  Social  Services  that  boards  which  meet  the  requirements  out- 
lined be  enrolled  as  Medicaid  providers. 

In  some  areas,  the  boards  may  subcontract  for  one  or  more  ser- 
vices, but  they  are  administratively  and  professionally  responsi- 
ble for  the  services.  The  boards  contract  with  both  individual 
psychiatrists  and  clinics.  CMHBs  select  their  providers  through 
an   analysis    of    service   bids    submitted   by   providers.      The  bids 
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must  meet  certain  standards  including  staffing  and  cost-effec- 
tiveness, as  spelled  out  in  state  administrative  guidelines. 

The  services  provided  by  or  through  CMHBs  have  always  been  funded 
90%  by  the  state  and  10%  by  the  locality.  Whenever  applicable, 
the  locality  bills  third  party  resources. 

C.       BREADTH  OF  PROGRAM 

1.  Geographic  Area  Covered 

The  Community  Mental  Health  Board  System  is  statewide  and  all 
boards  were  ultimately  expected  to  participate  in  PMHCSP.  As  of 
May  1984,  only  one  of  55  boards  in  the  state,  rural  Lake  County 
in  the  northern  lower  peninsula,  was  not  enrolled  to  provide 
either  outpatient  clinic  services  or  day  treatment  programs. 

2.  Population  Covered  (Eligibility  Groups  Included) 

The  state  of  Michigan  designed  its  PMHCSP  to  complement  its  long- 
range  strategy  of  de-institutionalization .  In  1966,  there  were 
14,000  people  in  state  mental  institutions.  In  1983,  there  were 
4,300.  One-quarter  of  these  people  are  Medicaid-eligible .  In 
1967,  there  were  13,000  people  in  ICF/MRs.  In  1983,  there  were 
2,600.  Most  of  the  people  released  are  now  living  in  general 
foster  care,  in  special  contract  foster  care,  or  in  specialized 
nursing  homes. 

The  CMHBs  provide  mental  health  services  for  individuals  in  the 
community.  Approximately  10,000  people  participate  in  the  CMHBs1 
Medicaid  day  treatment  programs,  and  30,000  people  use  the  Medi- 
caid outpatient  clinic  services  annually.  Medicaid  recipients 
who  request  mental  health  services  are  given  an  initial  screen- 
ing. If  this  evaluation  indicates  that  mental  health  services 
are  appropriate,  the  recipient  is  eligible  for  treatment. 

There  are  many  people  who  can  refer  a  person  for  an  evaluation. 
Recipients  may  be  self-referred  or  referred  to  the  CMHB  by  a 
social  worker,  case  worker  for  the  state  Department  of  Social 
Services,  their  family,  the  police,  or  the  court  service. 
Depending  on  the  critical  nature  of  the  person's  problem  and  the 
capacity  of  the  clinic,  a  screening  may  be  done  immediately  or 
an  appointment  scheduled. 

3.  Medicaid  Benefits  Included/ Excluded 


The  PMHCSP  program  limits  Medicaid  coverage  of  public  mental 
health  clinic  services  to  Community  Mental  Health  Boards  with 
comprehensive  case  management  capabilities.  The  boards  have 
responsibility  for  arranging  and  monitoring  services  which  are 
appropriate  to  the  total  health  care  needs  —  mental  or  physical 
—  of  the  Medicaid  recipient.  Services  included  are  two  separate 
but  related  "clinic  service" -  packages ,  -one  for  expanded  Medicaid 
outpatient    coverage,    and   one    for    a   new   Medicaid    day  treatment 
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coverage.  The  goal  of  expanding  outpatient  services  is  to  keep 
recipients,  primarily  the  mentally  ill,  in  the  least  restrictive 
environment.  The  alternative  would  be  increasing  occupancy  in 
state  institutions  for  mental  diseases  (which  are  primarily  state 
funded)  or  in  psychiatric  beds  in  general  hospitals  (which  are 
Medicaid  reimbursable).  As  of  August  1,  1984,  all  counties 
except  Lake  County  have  at  least  one  expanded  outpatient  service 
area  and  one  day  treatment  program. 

The  outpatient  clinic  services  package,  which  is  geared  toward 
the  mentally  ill,  provides  an  individualized  set  of  services 
aimed  at  stabilizing  a  recipient  within  a  short  period  of  time, 
usually  2-3  months.  The  services  which  may  be  included  under 
this  package  include:  initial  diagnostic  and  evaluation  inter- 
view, periodic  diagnostic  and  evaluation  interview,  crisis  inter- 
vention, therapeutic  counseling  (individual,  group,  family,  or 
child) ,  medication  review  and  case  management. 

The  day  treatment  program  involves  regular  groups  of  people 
meeting  3-5  times  per  week  to  go  through  socialization  activities 
and  rehabilitation  training.  It  is  geared  toward  the  developmen- 
tally  disabled  or  chronically  ill  who  live  with  their  families  or 
in  supervised  residential  settings.  Most  people  remain  in  this 
program  for  an  extended  period  of  time,  up  to  3-4  years.  Day 
treatment  includes  interdisciplinary  diagnostic  and  evaluation 
services,  rehabilitation/habilitation  treatment  services,  psycho- 
logical/behavioral treatment  services  or  a  combination  of  the 
above,  plus  transportation  and  case  management.  Vocational/pre- 
vocational  training,  education  services  and  non-goal-oriented 
socialization  or  recreation  services  may  be  included  in  this 
service  package,  but  are  not  reimbursable  by  Medicaid  Day  Treat- 
ment Clinic  Services. 

There  are  annual  limitations  on  the  number  of  times  Medicaid  will 
reimburse  for  each  of  the  covered  services,  although  the  state 
believes  that  these  limits  are  reasonable  enough  to  allow  for 
goal-oriented  treatment.  Outpatient  services  provided  by  staff 
who  do  not  meet  the  professional  qualifications  required  by  the 
state  may  not  be  billed  for  reimbursement  by  Medicaid.  The  cost 
for  services  provided  to  Medicaid  recipients  which  either  are  not 
covered  by  Medicaid  or  exceed  the  Medicaid  limits  are  paid  by  the 
state  and  county. 

4.    Other  Relevant  State  Initiatives/Programs 

In  Wayne  County,  the  Community  Mental  Health  Board  has  an  ar- 
rangement with  physicians  enrolled  in  the  Physician  Primary 
Sponsor  Plan  (a  waiver  program  already  approved  by  HGFA)  to 
assure  coordination  of  efforts  between  the  two  case  management 
projects.  The  case  manager  is  expected  to  be  in  touch  with  the 
primary  sponsor  so  that  each  of  these  people  will  be  aware  of  the 
services  being  utilized- by  their  client.  In  other  parts  of  the 
state,  until  a  physician  primary  sponsor  plan  is  implemented,  the 
Community    Mental    Health    Boards    will    be    responsible    for  main- 
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taining  and  using  a  referral  network  to  meet  the  comprehensive 
health  care  needs  of  the  recipients. 

D.  ENROLLMENT ,  DISENROLLMENT,  MARKETING 

1.  Basic  Enrollment  Options 

Any  Medicaid  recipient  seeking  public  mental  health  services  must 
go  through  the  Primary  Mental  Health  Clinic  Sponsor  Program.  The 
need  for  services  will  be  determined  by  the  board  through  an 
intake  evaluation  and/or  initial  screening  criteria  and  proce- 
dures. A  client's  needs  are  assessed  using  standard  testing 
instruments,  clinic  history,  and  professional  judgment. 

2.  Marketing 

No  direct  marketing  of  the  program  to  Medicaid  recipients  is 
done.  However,  a  series  of  program  orientation  seminars  were 
held  around  the  state  by  a  Medicaid  DMH  team.  In  addition, 
numerous  DMH  administrative  directives  explained  the  project  and 
laid  out  procedural  and  programmatic  guidelines. 

It  appears  that  all  Medicaid  clients  in  need  of  mental  health 
services  are  able  to  access  services.  Therefore,  no  marketing  is 
being  done  to  recruit  new  clients. 

3.  Recipient  Grievance  Procedure 

The  Michigan  Department  of  Social  Services  has  a  standard  griev- 
ance procedure  available  to  all  recipients  of  services.  Also, 
DMH  has  an  office  of  recipients'  rights,  which  investigates 
complaints  about  services  rendered  by  DMH  or  Community  Mental 
Health  agencies. 

E.  PROVIDER  PARTICIPATION 

1.  Physician  Participation 

For  both  the  outpatient  and  day  treatment  services,  Community 
Mental  Health  Board-affiliated  physicians  are  the  primary  super- 
visors of  all  mental  health  treatment.  These  physicians  must  be 
licensed  to  practice  medicine  by  the  state  of  Michigan,  and  be 
enrolled  in  the  Medicaid  program. 

The  board  must  also  have  an  agreement  with  a  community  physi- 
cian who  will  agree  to  provide  medical  (health  care)  services  to 
Medicaid  clients  who  do  not  have  a  personal  physician. 

2.  Non-Physician  Participation 


The  outpatient  services  may  be  provided  by  psychologists,  social 
workers,  guidance  counselors r  rehabilitation  counselors,  or  psy- 
chiatric nurses,  if  these  people  meet  specified  qualifications. 
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The  day  treatment  program  staff  includes  a  program  supervisor, 
professional  staff,  and  paraprof essional  staff.  The  program 
supervisor  must  have  an  undergraduate  degree  in  a  human  services- 
related  field  and  at  least  2  years  work  experience  with  mental 
health  clients.  The  professional  staff  members,  who  provide 
services  in  their  individual  disciplines,  must  meet  the  usual 
requirements  of  training  and  licensure  for  their  particular  dis- 
ciplines. The  paraprof essional  staff  provide  direct  services  and 
are  expected  to  have  training  or  experience  in  the  mental  health 
field. 

F.     CASE  MANAGEMENT  PROCESS 

1.     Basic  Description 

The  Community  Mental  Health  case  manager  locates,  coordinates, 
and  monitors  recipient  access  to  primary  health  care.  This  does 
not  mean  that  the  case  manager  makes  decisions  as  to  the  medical 
necessity  or  appropriateness  of  such  care.  The  Community  Mental 
Health  Board  will  assure  that  a  community  physician  is  available 
to  attend  to  primary  health  care  needs  and  a  board-affiliated 
physician  makes  decisions  on  the  appropriateness  of  mental  health 
services.  The  non-physician  case  manager  is  usually  a  medical 
social  worker  contracted  to  the  board  or  employed  by  the  board. 
Besides  overseeing  the  mental  health  care  provided,  the  case 
managers  also  act  as  advocates  for  the  clinics  and  help  with 
residential  placement  of  clients.  Each  case  manager  oversees  40- 
80  clients. 

Case  management  activities  are  not  separately  billable.  The 
Community  Mental  Health  Board  should  include  the  cost  of  pro- 
viding case  management  services  to  the  client  when  determining 
the  cost  of  service/charges  to  be  billed  to  Medicaid. 

In  the  outpatient  services  program,  appropriately-qualified  psy- 
chologists, the  social  workers,  or  psychiatric  nurses  may  serve 
as  clinical  supervisors.  They  are  involved  in  individual  case 
consultation,  preparation,  of  clinical  status  reports,  review  of 
report  modifications  by  physicians,  and  presentation  of  modifi- 
cations to  the  clinicians  and  case  managers.  Covered  services 
provided  directly  by  the  clinical  supervisor (s)  will  be  super- 
vised quarterly  by  a  physician  for  purposes  of  reviewing  the 
individual  plan  of  service.  Covered  services  provided  by  -  all 
other  staff  are  subject  to  the  medical/clinical  supervision  pro- 
cess. 


Prior  to  beginning  the  day  treatment  program,  an  interdisci- 
plinary evaluation  is  conducted  by  those  professionals  whose 
disciplines  are  appropriate  to  the  client's  needs.  At  least  3  of 
the  following  must  be  involved:  physician,  nurse,  psychologist, 
social  worker,  rehabilitation  counselor,  therapeutic  recreation 
counselor,  occupational  therapist,  physical  therapist,  speech/ 
language  pathologist,  audiologist  or  special  education  teacher. 
For    developmentally    disabled    clients,    one    professional    on  the 
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team  must  be  a  qualified  mental  retardation  counselor.  Also,  the 
day  program  supervisor  of  the  program  the  client  will  be  attend- 
ing must  be  present. 

Each  client  in  the  day  treatment  program  must  have  an  identified 
client  services  manager  who  acts  as  the  client's  case  manager. 
The  client  services  manager  will  coordinate  treatment  planning 
and  service  delivery  for  the  recipient.  The  client  services 
manager  may  be  an  employee  of  the  board,  of  the  day  program,  or  a 
contractual  agency  or  employee. 

In  the  day  treatment  program,  the  program  supervisor  provides 
clinical  supervision.  This  includes  recording  progress  notes  in 
the  clients'  records  at  least  weekly,  reviewing  the  clients' 
programs  monthly  and,  after  a  period  not  to  exceed  90  days, 
preparing  status  report  -recommendations  for  modification  to  be 
submitted  to  the  physician  for  review. 

Each  recipient  must  have  an  individual  plan  of  services,  based  on 
the  individual  client's  needs,  which  includes  service  goals  that 
involve  recipient  input  and  time  frames  for  attainment  of  each 
goal,  and  an  intervention  plan  which  describes  services  to  be 
provided.  The  initial  plan  of  services  must  be  approved  by 
signature  of  a  Medicaid-enrolled  physician*  At  intervals  not  to 
exceed  90  days,  the  individual  plan  of  services  must  be  reviewed 
and  approved  as  verified  by  signature  of  the  physician.  .  An 
interdisciplinary  review  of  the  individual  plan  of  service  must 
be  performed  at  least  annually  for  developmentally  disabled 
clients  and  semi-annually  for  mentally  ill  clients. 

2 .  Enforcement 


Case  managers  are  aware  that  program  audits  will  be  performed  to 
evaluate  their  performance.  In  addition,  the  Surveillance  and 
Utilization  Review  Subsystem  of  Medicaid  will-  be  used  to  identify 
recipients  who  use  extraordinary  levels  of  non-mental  health 
Medicaid  services. 

G.  REIMBURSEMENT 


Reimbursement  is  on  a  f ee-f or-service  basis.  The  rates  nego- 
tiated between  the  Department  of  Mental  Health  and  the  Department 
of  Social  Services  are  derived  from  CMHB  costs,  prevailing  rates 
and  Medicaid  rates  for  similar  or  comparable  services,  the  usual 
and  customary  rates  of  CMHBs,  and  the  rates  paid  by  other  states 
which  offer  comparable  services.  Maximum  fee  screens  and  utili- 
zation levels  were  establishedr  following  a  survey  of  program 
costs  and  utilization.  Reimbursement  will  be  the  lesser  of  the 
amount  billed  or -the  allowable  charge,  with  DMH  funding  costs  of 
operation  which  exceed  Medicaid  limits.-  The  CMHBs-  are  enrolled 
in  Medicaid  as  a  separate  provider  type  and  use  unique  procedure 
codes.  The  Boards  must  document  the  cost  and  the-  delivery  of 
services,  and*  maintain  this  information  for  audit  purposes. 
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H.  QUALITY  ASSURANCE 

Periodic  reassessment  of  clients'  needs  along  with  each  indivi- 
dualized plan  of  services  will  be  used  to  determine  both  the 
adequacy  and  appropriateness  of  the  services  provided.  This 
process  will  also  identify  and,  as  needed,  establish  priorities 
for  meeting  demonstrated  needs,  which  act  as  controls  on  utiliza- 
tion of  available  resources. 

Routine  reports  on  client  and  provider  utilization  will  be  gen- 
erated from  the  invoice  processing  system  for  review  and  analy- 
sis. Major  patterns  of  questionable  utilization  will  be  identi- 
fied manually.  Eventually,  the  clinic  services  data  will  be 
incorporated  into  the  Medicaid  Management  Information  System's 
Surveillance  and  Utilization  Review  Subsystem. 

Community  Mental  Health  Boards  that  are  unable  to  maintain  estab- 
lished standards  will  be  sanctioned  or  terminated  from  this 
program. 

I.  ACCESS/EMERGENCIES 

By  state  guidelines,  boards  are  required  to  establish  a  certain 
array  of  services  including  24-hour  accessibility.  This  access- 
ibility is  provided  by  having  a  staff  person  or  a  contractual 
provider  on  call.  Additionally,  most  CMHBs  have  emergency  sites 
where  a  CMH  provider  can  meet  the  client. 

J.     DATA  SYSTEM 

Routine  reports  on  client  and  provider  utilization  will  be  gen- 
erated from  the  invoice  processing  system  for  review  and  analy- 
sis. Eventually,  the  clinic  services  data  will  be  incorporated 
into  the  Medicaid  Management  Information  System's  Surveillance 
and  Utilization  Review  subsystem. 

K.     COST/ SAVINGS  INFORMATION 

Previously,  mental  health  clients  were  treated  in  the  public 
mental  health  system  funded  primarily  by  state  and  local  monies. 
Before  the  waiver  program,  annual  Medicaid  expenditures  for  out- 
patient mental  health  servicesr  psychiatrist  visits  and  psychia- 
tric testing  requested  by  a  physician  were  only  around  $2  mil- 
lion. Projections  based  on  weekly  billings  put  the  annual  Medi- 
caid expenditures  for  such  community-based  services  since  imple- 
mentation of  the  program  at  about  $20  million.  However,  savings 
are  expected  to  result  from  avoidance/reduction  of  psychiatric 
care  in  general  hospitals,  reduction  of  institutional  care, 
reduced  use  of  hospital  emergency  rooms  for  non-emergency  care, 
and  elimination  of  drug  over-utilization.  If  many  of  the  40,000 
recipients  of  CMH  services  were  ^institutionalized,  costs  would 
be  much  higher   than  they  are  under   the  PMHCSP.      In  Michigan,  a 
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nursing  home  costs  $14,000  per  person  per  year;  an  ICF/MR 
costs  $53,000  per  person  per  year;  a  state  mental  hospital  costs 
$60,000  per  person  per  year. 

Presently,  the  state  is  gathering  data  for  a  complete  evaluation 
of  the  program  using  Medicaid  paid  claims  data  and  Community 
Mental  Health  case  records  to  detect  changes  in  the  above  service 
categories  following  implementation  of  the  PMHCSP  project.  This 
will  allow  assessment  of  the  cost  impact  on  state  and  federal 
expenditures  and  on  shifts  in  patterns  of  service  delivery  and 
sites  of  delivery. 

L.     IMPLEMENTATION  HISTORY/ STATUS 

1.    Administrative  Implementation  History 

On  March  30,  1984,  Michigan  requested  two  changes  in  the  day 
treatment  program  waiver: 

1.  to  change  all  references  concerning   "community  mental  health 
agency"  to  "public  mental  health  agency",  and 

2.  to    extend   the   waiver   period   from  March   31,    1985    to  Septem 
ber  30,  1985. 

There  are  approximately  600  people  who  utilize  the  same  types 
of  services  as  those  offered  by  the  program  but  whose  cases  are 
managed  by  state  facilities.  The  reference  change  will  allow 
them  to  benefit  from  the  waiver.  Michigan  is  still  waiting  for  a 
decision  regarding  the  requests. 
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On  March  5,  1984  (retroactively  effective  to  January  1,  1984), 
Utah  received  waivers  to  implement  the  Social  Services  Health 
Plan  (SSHP) ,  which  provides  comprehensive  clinic  and  day  treat- 
ment services  to  the  developraentally  disabled/ mentally  retarded, 
mentally  ill  children  and  adults,  chronic  substance  abusers,  and 
the  functionally  impaired.  Enrollment  in  SSHP  is  mandatory 
for  Medicaid  recipients  who  meet  the  SSHP  service  eligibility 
requirements  and  choose  not  to  join  an  HMO  or  enter  a  state 
institution. 

The  SSHP  is  administered  by  the  Office  of  Special  Care  Adminis- 
tration under  contract  to  the  single  state  agency,  the  Division 
of  Health  Care  Financing.  The  Office  of  Special  Care  Administra- 
tion contracts  with  public  and  private  agencies  to  deliver  ser- 
vices. The  Office  contracts  with  other  state  agencies  (e.g., 
Division  of  Youth  Corrections,  Division  of  Aging  and  Adult  Ser- 
vices) that  historically  have  had  responsibility  for  programs  for 
the  populations  covered  by  the  waiver.  These  state  agencies  then 
subcontract  with  providers  for  service  delivery.  State  agencies 
under  contract  or  subcontract  to  the  Office  of  Special  Care 
Administration  then  subcontract  with  providers  on  a  competitive 
bid  basis.  Typically,  providers  under  subcontract  to  SSHP  had 
provider  relationships  with  the  various  state  agencies  prior  to 
implementation  of  SSHP. 

In  those  cases  where  services  are  not  reimbursable  through  a 
state  agency,  the  Office  of  Special  Care  Administration  contracts 
with  providers  directly.  The  OSCA,  for  example,  has  provider 
agreements  with  approximately  one  hundred  psychologists.  There 
is  no  competitive  bid  for  psychologist  services,  reimbursement 
and  service  limits  are  determined  by  Medicaid  rules  and  regula- 
tions. For  1985-1986,  however,  the  OSCA  will  negotiate  reim- 
bursement levels  and  limitations  for  specific  services  with 
psychologists. 

During  the  period  from  January  1,  1984  through  January  10,  1985, 
approximately  3,500  Medicaid  eligibles  were  approved  for  SSHP 
services.  The  bulk  of  recipients  (3,019)  receive  mental  health 
services.  This  total  includes  2,S61  recipients  approved  for 
services  in  Community  Mental  Health  Centers,  400  children  in 
Family  Services  and,  258  recipients  in  Youth  Corrections.  In 
addition,  SSHP  services  have  been  approved  for  433  develop- 
mentally  disabled  recipients  and  33  frail  elderly.  The  frail 
elderly  component  of  SSHP  has  been  implemented- only  recently  and 
the  population  is  expected  to  increase  in  the  near  future. 


The  SSHP  is  an  attempt  to  apply  cost  containment  strategies, 
including  case  management  and  competitive  bidding,  ta  the  de- 
livery of  social  and  medical  services  to  recipients  in  need  of 
covered  services. 
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A.  FEDERAL  REQUIREMENTS  WAIVED 

Waivers  granted  3-5-84  include  section: 

o      1902(a) (23)  f reedom-of-choice 

Under  the  authority  of  section: 

o      1915(b)(4)   restrict  providers 

The  waivers  are  retroactively  effective  1-1-84. 

B.  ORGANIZATIONAL  STRUCTURE 

The  Division  of  Health  Care  Financing  contracts  with  the  Office 
of  Special  Care  Administration  (OSCA)  to  administer  SSHP.  The 
Office  of  Special  Care  Administration  is  located  within  the 
Department  of  Social  Services  and  is  empowered  to  contract  with 
public  and  private  agencies  and  individuals  for  services  under 
SSHP.  Wherever  possible,  contracts  are  made  with  agencies  within 
the  Department  who  will  subcontract  for  services  provided  by 
SSHP.  In  those  cases  where  services  cannot  be  reimbursed  through 
a  state  agency,  the  Office  of  Special  Care  Administration  con- 
tracts with  providers  directly.  The  organizational  structure, 
especially  the  creation  of  OSCA,  is  intended  to  centralize  man- 
agement and  administration  of  SSHP  while  continuing  the  existing 
relationships  between  other  state  agencies  and  providers  and 
recipients . 

C.  BREADTH  OF  PROGRAM 

1.  Geographic  Area  Covered 

The  Program  operates  throughout  the  state. 

2.  Population  Covered  (Eligibility  Groups  Included) 

Enrollment  in  the  SSHP  is  limited  to  those  Medicaid  recipients 
having  need  for  medical  treatment  as  demonstrated  by  the  follow- 
ing diagnoses:  1)  handicapped/developmentally  disabled;  2)  men- 
tally ill;  3)  functionally  impaired;  and  4)  substance  abuse  in  an 
active  stage  of  the  disease. 
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3.    Medicaid  Benefits  Included 

The  following  benefits  are  available  to  recipients  enrolled  in 
SSHP: 

1)  Mental  Health  Clinic  Services 

2)  Day  Treatment  Services  limited  to  habilitation  and 

rehabilitation 

3)  Personal  Care  Services 

4)  Case  Management  Services 

5)  Assessment  Services 

6)  Psychologist  Services 

7)  Transportation  Services 

All  of  these  services,  except  personal  care,  were  available  under 
the  state  Medicaid  plan  before  the  implementation  of  SSHP.  Per- 
sonal care  services  were  added  to  the  state  plan  and  the  defini- 
tions of  some  of  the  other  services  were  revised  when  SSHP  was 
adopted . 

D.     ENROLLMENT,  DISENROLLMENT,  MARKETING 

1.    Basic  Enrollment  Options. 

Recipients  have  three  choices  of  provider:  an  HMO,  a  state  insti- 
tution, or  SSHP.  If  an  applicant  does  not  choose  to  be  covered 
by  an  HMO  or  a  state  institution,  enrollment  in  SSHP  is  manda- 
tory. However,  to  receive  covered  services  the  applicant  must 
meet  three  conditions.  First,  the  applicant  must  be  Medicaid 
eligible.  Second,  the  applicant  must  have  a  medical  need  based 
on  diagnosis  (see  C.2  above) .  Finally,  the  client  must  be  elig- 
ible for  services  covered  by  SSHP. 


2.  Limitations  on  Recipient-Initiated  Disenrollment. 

SSHP  recipients  disenroll  by  opting  for  service  coverage  in  an 
HMO  or  by  entering  an  institution.  Recipients  exhibiting 
inordinately  high  utilization  patterns,  however,  can  be  placed  on 
lock-in  and  would  not  have  the  option  to  enroll  in  an  HMO. 

3.  Marketing. 


The  Office  of  Special  Care  Administration  has  responsibility  for 
implementing  a  marketing  plan*  The  plan  consists  of  training  for 
all  employees  in  the  Department  of  Social  Services  so  that 
Medicaid  eligibility  workers  can  explain  SSHP  to  potential  reci- 
pients, distribute  a  brochure  which  describes  SSHP,  and  alert 
recipients  to  the  choice  between  enrolling  in  an  HMO  or  SSHP  and 
explaining  the  differences  between  the  two  options. 
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4.    Recipient  Grievance  Procedure. 

The  procedure  for  resolving  recipient  grievances  is  the  same  as 
for  Medicaid. 

E.     CASE  MANAGEMENT  PROCESS 

1.  Basic  Description. 

Case  management  is  the  responsibility  of  each  state  agency  under 
contract  to  the  Office  of  Special  Care  Administration.  For 
example,  the  Division  of  Youth  Services  would  use  its  existing 
case  management  program  but  be  reimbursed  by  SSHP  for  the  case 
management  administrative  functions.  In  areas  where  there  is  not 
an  existing  case  management  function,  the  Office  of  Community 
Operations  field  service  offices  either  contract  with  OSCA  or 
subcontract  with  the  state  agency  under  contract  to  OSCA  for 
provision  of  case  management  services. 

The  case  manager's  role  is  more  that  of  an  ombudsman  for  the 
client  and  less  that  of  a  gatekeeper  monitoring  utilization.  The 
case  manager  is  responsible  for  matching  client  needs  with  avail- 
able services,  not  limited  to  SSHP  services.  The  case  manager  is 
free  to  match  client  needs  with  other  programs  (e.g.,  Title  XX, 
state  programs,  private  programs). 

2.  Case  Management  Information. 

In  order  to  receive  services  reimbursable  by  SSHP,  each  recipient 
must  undergo  a  determination  of  treatment  need  based  on  an 
assessment.  The  assessment  is  accomplished  by  an  interdisci- 
plinary team  consisting  of  a  physician  and  other  health  and 
social  services  professionals  selected  based  on  the  appropriate 
recipient  eligibility  criteria.  For  example,  the  team  assessing 
the  needs  of  the  functionally  impaired  must  include,  at  a  mini- 
mum, a  physician,  a  social  worker,  and  a  registered  nurse.  The 
team  assessing  the  developmentally  disabled,  on  the  other  hand, 
must  include,  at  a  minimum,  a  physician  and  a  qualified  mental 
health  professional.  The  assessment  findings  are  transmitted  to 
the  Client  Certification  Section  of  OSCA  for  approval  of  the 
services  as  eligible  for  SSHP  reimbursement.  Upon  approval,  OSCA 
notifies  the  contractor  responsible  for  case  management.  How- 
ever, in  cases  where  OSCA  is  unable  to  approve  the  services 
ordered  by  a  physician,  the  services  must  be  provided;  some  other 
form  of  reimbursement  must  be  found. 


OSCA  is  responsible  for  monitoring  SSHP  program  operations.  OSCA 
determines  initial  client  eligibility  and  redetermines  eligibil- 
ity through  continued  care  reviews  every  90  days,  180  days,  and 
annually.  In  addition,  the  OSCA  is  responsible  for  monitoring 
utilization  through  Utilization  Review  Teams.  These  teams  are 
composed  of  registered  nurses,  clinical  social  workers  and  other 
required  professionals  who  monitor  the  case  records  of  each 
client.      Utilization  reviews  that  identify  problems  are  noted  in 
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the  written  report  made  to  the  provider.  The  provider  must 
submit  a  correction  plan  within  15  days.  If  the  correction  plan 
is  not  approved  by  OSCA,  the  provider  can  be  excluded  from  reim- 
bursement . 

F.  REIMBURSEMENT 

The  Utah  Division  of  Health  Care  Financing  solicited  bids  for  a 
program  intermediary  on  a  competitive  bid  basis.  The  Office  of 
Special  Care  Administration  won  the  contract.  Because  OSCA  is  a 
state  agency  and  Utah  statute  do  not  permit  a  risk  contract 
between  state  agencies,  the  OSCA  contract  is  on  a  non-risk  basis. 
OSCA,  then,  contracts  with  state  agencies  and  providers.  Con- 
tracts with  state  agencies  include  the  requirement  that  their 
subcontracts  with  providers  also  be  on  a  competitive  bid,  at-risk 
basis.  However,  if  a  provider  is  a  government  agency,  contracts 
cannot  be  on  an  at-risk  basis. 

All  services  not  covered  under  the  waiver  will  be"  reimbursed 
under  regular  Medicaid  reimbursement  procedures. 

G.  IMPLEMENTATION  HISTORY 

1.    Applicable  State  Legislation. 

The  waiver  request  is  in  direct  response  to  legislation  enacted 
July  1983  which  mandated  that  the  State  Medicaid  Plan  include  the 
following  services: 

1)  Treatment  in  Outpatient  Alcohol  and  Drug  Facilities; 

2)  Treatment  in  Residential  Alcohol  and  Drug  Facilities; 

3)  Treatment  in  small  facilities  for  serving  the  mentally  ill 
(children  and  adults) ; 

4)  Treatment  in  group  homes  and  foster  care 
(children  and  adults) ; 

5)  Respite  care;  and 

6)  Certified  social  worker 

The  Utah  Department  of  Health  decided  to  provide  services  to  the 
affected  populations  under  the  Social  Services  Health  Plan  to 
assure  quality,  cost  effectiveness,  and  efficiency. 

H.  CONTACT  PEOPLE 

Ms.  Jan  Mallet 

Director  — 
Office  of  Special  Care  Administration 
150  West  North  Temple  Street 
Salt  Lake  City,  UT  84110 
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Wisconsin  developed  its  County  Mental  Health  Services  Gatekeeper 
Plan  in  an  effort  to  provide  cost-effective,  appropriate  mental 
health  care  to  Medicaid  recipients.  The  plan  involves  community 
mental  health  boards  which  act  as  gatekeepers  to  the  mental 
health  care  system.  Any  Medicaid  recipient  who  requests  out- 
patient mental  health  services  or  any  Medicaid  recipient  aged 
22-64  who  requests  inpatient  mental  health  services  must  have 
their  case  reviewed  by  a  board  and  receive  approval  from  that 
board  before  services  can  be  provided. 

In  order  to  implement  the  plan,  Wisconsin  required  a  freedom-of- 
choice  waiver.  This  waiver  would  allow  the  CMHB  to  limit  a  Medi 
caid  recipient  to  cost-effective  providers.  To  date,  however,  no 
provider  has  been  completely  excluded  from  participating  in  the 
program,  although  there  have  been  case-by-case  restrictions. 

The  state  feels  that  the  Gatekeeper  Plan  is  working.  Since  its 
implementation  there  has  been  a  decline  in  low  level  counseling; 
the  focus  is  now  on  more  serious  medical  psychotherapy.  Out- 
patient services  are  being  substituted  for  inpatient  services  and 
group  therapy  is  being  provided  in  place  of  individual  therapy. 
There  has  been  a  decline  in  inpatient  mental  health  admissions  to 
general  hospitals. 

The  plan  is  overseen  by  the  Wisconsin  Department  of  Health  and 
Social  Services.  The  waivers  expire  November  4,  1984,  at  which 
time  an  extension  may  be  requested.  Currently,  a  request  for  an 
extension  is  being  written. 

A.  FEDERAL  REQUIREMENTS  WAIVED 

Waivers  granted  11-9-82  include  section: 
o    1902(a) (23)  Freedom-of TChoice 
Under  the  authority  of  section: 
o    1915(b)(4)     Restrict  Providers 

B.  ORGANIZATIONAL  STRUCTURE 

The  community  mental  health  boards  were  established  in  1972-73. 
State  law  provides  that  a  community  mental  health  board  exist  for 
every  county  and  that  there  be  no  large  areas  of  the  state  with- 
out ready  access  to  a  board.  There  are  currently  56  boards 
serving  72  counties. 
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The  Wisconsin  Department  of  Health  and  Social  Services  directly 
supervises  the  mental  health  boards  at  the  local  level  through  a 
structure  of  regional  offices.  Regional  staff  monitor  compliance 
with  state-mandated  planning  and  budgetary  requirements.  Service 
plans  of  each  board  are  reviewed  and  approved  annually. 

The  responsibilities  of  the  boards  include  provision  for:  col- 
laborative and  cooperative  services  with  public  health  and  other 
groups  for  programs  of  prevention;  comprehensive  diagnostic  and 
evaluation  services  including  initial  assessment;  and  inpatient/ 
outpatient  care  and  treatment,  residential  facilities,  partial 
hospitalization,  precare,  aftercare,  emergency  care,  rehabilita- 
tion and  habilitation  services,  and  supportive  transitional  ser- 
vices. Also,  the  boards  provide  professional  consultation,  pub- 
lic informational  and  educational  services,  and  related  research 
and  staff  in-service  training.  They  evaluate  program  needs  of 
persons  suffering  from  mental  disabilities  and  are  involved  in 
continuous  planning,  development,  and  evaluation  of  programs. 
Approximately  one-half  of  the  boards  provide  some  type  of  mental 
health  care  services,  whether  they  operate  psychiatric  hospitals, 
alcohol  treatment  centers,  or  drug  abuse  clinics.  The  other 
half  coordinate  services  for  Medicaid  recipients  to  be  provided 
by  other  professionals.  Some  members  of  the  boards  may  also  have 
private  practices. 

Beginning  January  1,  1982,  state  law  gave  the  community  mental 
health  boards  the  gatekeeping  responsibility  for  authorizing 
inpatient  psychiatric  care  for  Medicaid  recipients  aged  22-64. 
Community  mental  health  boards  were  given  the  responsibility  of 
providing  prior  authorization  for  services.  Recently  enacted 
state  law  requires  the  boards  to  act  as  prudent  purchasers  for 
all  Medicaid  recipients  in  authorizing  Medicaid  payment  for  out- 
patient mental  health  services,  including  mental  health  services 
provided  by  a  psychiatrist.  They  will  not  deny  cost-effective 
and  efficient  providers  the  opportunity  to  participate  in  the 
program,  but  are  expected  to  determine  which  recipients  are 
deemed  appropriate  for  inpatient  or  outpatient  mental  health  care 
as  part  of  their  Medicaid  covered  benefits.  Each  board  is 
provided  with  an  approval  stamp  which  they  must  affix  to  a 
recipient's  request  for  services  if  they  feel  the  services  are 
necessary. 

The  board  also  enters  into  contracts  to  render  services  to  or 
secure  services  from  other  agencies  or  resources,  and  enters  into 
contracts  for  the  use  of  any  facility  as  an  approved  public 
treatment  facility  for  treatment  of  alcoholics.  Contracts  ini- 
tiated by  the  boards  are  approved  and  monitored  by  the  state 
agency.  Specifications  for  contracts  and  audits  are  set  by  the 
state  agencies  or  statutes. 

Services  provided  to  Medicaid  recipients  through  the  boards  are 
supported  by,  federal,  state,  and  local  funds.  The  proportion 
varies  among  the  boards.  Outpatient  services  are  funded  10%  by 
the  county,  33%  by  the  state,  and  57%  by  the  federal  government. 
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If  the  county  runs  a  specialty  hospital,  but  inpatient  services 
are  provided  in  a  general  hospital,  the  county  is  responsible  for 
20%,  the  state  is  liable  for  23%.  and  the  federal  government  is 
liable  for  57%.  If  services  are  provided  in  the  specialty  hos- 
pital, or  the  county  does  not  run  a  specialty  hospital,  the 
county  is  responsible  for  43%,  and  the  state  is  liable  for  57%. 
Also,  if  third  party  resources  are  available,  those  funds  are 
sought . 

C.     BREADTH  OF  PROGRAM 

1.  Geographic  Area  Covered 

Since  Wisconsin  already  had  set  up  community  mental  health 
boards  throughout  the  state,  each  county  is  participating  in  the 
program. 

2.  Population  Covered  (Eligibility  Groups  Included) 

All  Medicaid  recipients  in  need  of  outpatient  care  and  all  Medi- 
caid recipients  aged  22-64  in  need  of  inpatient  services  due  to 
mental  disorders,  and  for  mental  illness,  alcoholism,  and  other 
drug  abuse  must  request  services  through  a  CMHB.  Medicaid  reci- 
pients who  are  under  22  or  over  64  and  in  need  of  inpatient 
mental  health  services  are  exempt  from  board  authorization.  The 
medically  needy  are  not  eligible  for  professional  MH/AODA  ser- 
vices unless  they  reside  in  a  nursing  home  or  they  receive  the 
services  as  a  result  of  an  EPSDT  referral. 

3.  Medicaid  Benefits  Included/Excluded. 

Those  individuals  whose  needs  are  found  to  be  psychiatric  rather 
than  strictly  medical  are  required  to  have  their  care  coordinated 
by  the  boards.  For  those  individuals  who  are  case  managed  by  the 
boards,  no  Medicaid  benefit  is  to  be  denied  if  it  is  determined 
by  a  board  to  be  cost-effective  and  appropriate  for  the 
recipient. 


4.    Other  Relevant  State  Initiatives/Programs. 

Wisconsin  has  many  other  programs  running  which  tie  in  with  the 
Gatekeeper  Plan.  One  example  is  the  HMO  Preferred  Enrollment 
Initiative  now  being  implemented.  All  Medicaid  recipients 
enrolled  in  any  of  the  participating  HMOs  are  exempt  from  the 
Gatekeeper  Plan. 

D.     ENROLLMENT,  DISENROLLMENT,  MARKETING 


1.    Basic  Enrollment  Options. 

To  obtain  mental  health  services,  a  Medicaid  recipient  can  go 
directly  to  the  board r  go  to  a  provider  who  will  then  go  to  the 
board,  or  be  taken  to  a  board  by  authorities. 
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2.  Marketing. 

The  Gatekeeper  Plan  provides  information  to  providers  and 
recipients  through  communication  with  associations,  advocate 
groups,  and  a  recipient  newsletter. 

3.  Recipient  Grievance  Procedure. 

If  the  board  denies  a  service,  the  recipient  may  request  and 
receive  written  justification  for  the  denial  from  the  board.  If 
the  recipient  desires  further  redress,  the  person  may  appeal  the 
decision  in  accordance  with  procedures  established  by  the  state. 


E.  PHYSICIAN  PARTICIPATION 

The  board  will  contract  with  any  providers  as  long  as  they  meet 
state  requirements  for  their  profession  or  program.  Individual 
psychiatrists  and  psychologists  may  participate  if  they  are 
licensed  by  the  state,  meet  the  standards  established  by  rule, 
and  have  a  service  contract  with  the  local  mental  health  board. 
All  providers  who  meet  the  objective  standards  and  criteria 
established  by  the  boards  will  be  certified  as  Medicaid  provi- 
ders: access  will  not  be  impaired. 

F.  CASE  MANAGEMENT  PROCESS 

1.  Basic  Description. 

Each  recipient  is  provided  with  a  case  manager  who  monitors 
services  being  provided.  This  manager  could  be  an  agency  social 
worker  or  a  board  staff  person?  it  varies  among  the  counties. 

2.  Provider  Grievance  Procedure. 

If  the  board  denies  a  service,  the  provider  may  request  and 
receive  written  justification  for  the  denial  from  the  board.  If 
further  redress  is  desired,  the  provider  may  appeal  the  decision 
in  accordance  with  procedures  established  by  the  state. 

G.  REIMBURSEMENT 

Reimbursement  for  services  has  not  changed  because  of  the  Gate- 
keeper Plan. 

H.  QUALITY  ASSURANCE 

The  Department  periodically  reviews  and  evaluates  the  boards  and 
their  programs  to  assure  compliance  with  regulations.  These 
reviews  include  a  periodic  assessment  of  need.  The  boards  them- 
selves act  as  PSROs  for  all  services  provided. 
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I.  ACCESS/EMERGENCIES 

Authorization  is  not  required  for  emergency  services,  which  may 
be  furnished  by  any  provider. 

J.     COST/ SAVINGS  INFORMATION 

The  implementation  of  this  program  is  expected  to  encourage  more 
appropriate  use  of  mental  health  services,  shorter  inpatient 
stays  and  fewer  admissions  to  acute  care  general  hospitals.  The 
state  hopes  that  a  10%  reduction  in  cost  and  utilization  of  most 
outpatient  mental  services  will  be  realized,  which  would  amount 
to  a  savings  of  well  over  $1  million  annually.  Preliminary  stu- 
dies have  shown  funding  expenditures  have  decreased  approximately 
$4,000,000. 

L.     IMPLEMENTATION  HI STORY/ STATUS 

1. Applicable  State  Legislation 

The  project  was  developed  through  Chapter  51  of  Wiscons  in 
Statutes .  recently  changed  state  law  (Section  856,  Chapter  20, 
Laws  of  1981)  and  recently  enacted  state  law  (Sections  79  and  85, 
Chapter  93,  Laws  of  1981). 

Chapter  51  created  a  uniform  system  of  mental  health  care  for  the 
people  of  the  state. 

Section  856  (Chapter  20,  Laws  of  1981)  now  gives  the  community 
mental  health  boards  the  gatekeeping  responsibility  for  author- 
izing all  inpatient  psychiatric  care  for  Medicaid  recipients 
aged  22-64. 


Sections  79  and  85  (Chapter  20,  Laws  of  1981,  and  Chapter  93, 
Laws  of  1981)  require  the  community  mental  health  boards  to  act 
as  prudent  purchasers  in  authorizing  Medicaid  payment  for 
outpatient  mental  health,  services,  including  the  mental  health 
services  provided  by  a  psychiatrist. 

The  latter  two  changes  can  be  found  in  Chapter  49  of  Wisconsin 
Statutes. 

Legal  Problems. 

Presently,  there  is  a  lawsuit  pending  in  federal  court  which  was 
initiated  by  the  &tate  medical  society,  requesting  a  halt  to  the 
plan.  The  society  dropped  out  -of  the  -lawsuit  one  and  a  half 
years  ago.    The  suit  is  being  continued  by  four  psychiatrists. 
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3^-    Related  Plans  for  Future  Initiatives. 

There  is  one  fair  hearing  still  pending  which  indirectly  tied  to 
the  Gatekeeper  Plan.  The  state  is  also  investigating  a  number  of 
questions  and  complaints. 

Wisconsin  is  requesting  a  waiver  modification  to  add  a  pilot 
project  to  selected  community  waiver  programs  which  would  place 
greater  liability  on  the  boards  and  extend  the  gatekeeper 
responsibilities  to  the  under  22  and  over  65  groups  for  inpatient 
care.     It  has  not  yet  been  implemented. 
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